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REPORT  OF  THE  AUDITOR  GENERAL  OF  ALBERTA  1979-80 


1.0  INTRODUCTION 

1.1  FOREWORD 

1.1.1  The  purpose  of  this,  the  second  annual  report  of  the  Auditor  General  to  the  Legislative  As- 
sembly, is  to  fulfill  the  reporting  requirements  of  section  19  of  The  Auditor  General  Act,  Chapter 
56,  Statutes  of  Alberta  1977  (see  Appendix  III).  In  addition  to  containing  audit  observations  and 
recommendations,  the  report  includes  an  interpretation  of  the  Auditor  General's  mandate  and 
responsibilities,  together  with  a  description  of  the  operations  of  the  Audit  Office. 

1.1.2  In  the  opinion  of  the  Auditor  General  the  financial  affairs  of  the  Alberta  Government  were 
administered  in  a  generally  satisfactory  manner  during  the  fiscal  year  ended  March  31,  1980. 

In  considering  this  overall  opinion  due  appreciation  must  be  given  to: 

—  the  importance  of  the  concerns  and  the  implications  of  tne  recommenaations  related  to 
those  concerns  expressed  in  this  report. 

—  the  fact  that  a  number  of  recommendations  for  improvements  in  the  design  and  operation 
of  financial  and  management  control  systems  resulting  from  1979-80  audits  have  been 
communicated  to  and  concurred  with  by  management  who  have  undertaken  to  take  the 
necessary  corrective  action. 

—  management  control  systems  are  subject  to  audit  on  a  cyclical  basis  and,  accordingly,  many 
of  these  systems  are  not  covered  by  the  overall  opinion. 

1.2  THE  AUDITOR  GENERAL  ACT 

1.2.1  The  Auditor  General  Act  was  assented  to  on  NovemDer  10,  1977  and  came  into  Torce  on  April 
1,  1978.  It  is  tne  principal  legislation  unoer  tne  autnority  of  which  the  Office  of  tne  Auuitor 
General  operates. 

1.2.2  ProDaDiy  tne  most  visible  consequence  ot  tne  passing  of  I  he  Auditor  General  Act  was  that  for 
the  first  time  in  Alberta,  tne  legislative  auditor  was  required  to  report  annually  to  tne  Legislative 
Assembly.  Prior  to  tnat,  the  Provincial  Auditor  was  responsiDie  for  preparing  tne  Public  Ac- 
counts of  the  Province,  out  essentially  was  restricted  to  reporting  on  tne  accuracy  or  intormation 
contained  tnerein.  The  Auaitor  General  Act  estaDiisned  the  legislative  autnority  for  annual 
reports  by  tne  Auditor  General  and,  in  addition,  denned  a  broad  and  comprenensive  reporting 
mandate. 

1.2.3  A  less  visible,  thougn  equally  important,  consequence  of  the  Act  was  tnat  it  estaDiisned  an 
appropriate  degree  of  inaepenoence  for  tne  Auaitor  General.  By  its  nature,  tne  useTuiness  of 
financial  or  otner  intorrnation  taDied  as  eviaence  of  accountability  in  the  Legislative  Assembly 
is  dependent  upon  its  credibility.  An  important  function  of  the  Auditor  General  is  to  lend 
credibility  to  sucn  inTorrnation  tnrougn  tne  rormai  expression  of  an  auditor's  objective  opinion. 
To  lend  sucn  creaiDility,  it  is  essential  tnat  the  Auditor  General  be  —  and  oe  seen  to  be  — 
independent  of  botn  tne  Government  and  tnose  responsible  tor  implementing  and  adminis- 
tering Government  policy. 

Section  3  of  The  Auditor  General  Act  estaDiisned  the  necessary  degree  ot  inoepenuence  by 
designating  the  Auditor  General  an  officer  of  the  Legislature.  He  is  appointed  by  the  Lieutenant 
Governor  in  Council  on  the  recommendation  of  the  Legislative  Assembly  and  can  only  be 
removed  in  like  manner.  Accordingly,  he  is  independent  of  Government  and  reports  to  the 
Legislative  AssemDly  in  the  manner  descriDed  more  tuily  in  suo-section  4.3  ot  tnis  report. 

1 .2.4  Among  the  more  signiticant  changes  introduced  Dy  The  Auditor  General  Act  were  the  reporting 
powers  contained  in  suD-sections  19(2)(d)  and  (e).  For  the  first  time  in  AlDerta,  the  Auditor 
General  could  report  on  instances  in  which  it  had  been  observed  that  management  control 
systems  designed  to  ensure  economy  and  efficiency  in  the  utilization  of  resources  were  not 
in  existence,  or  if  tney  were,  were  inadequate  or  had  not  been  complied  with.  Similarly,  the 
Auditor  General  could  report  on  instances  in  which  it  had  been  observed  that  wnere  appropriate 
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and  reasonable  procedures  could  be  used  to  measure  and  report  on  the  effectiveness  of 
programs,  such  procedures  were  not  established  or  were  not  being  complied  with.  The  im- 
plications of  this  wider  reporting  mandate,  the  challenges  it  has  presented  to  the  Audit  Office 
and  how  the  Audit  Office  is  addressing  these  challenges  are  discussed  in  more  detail  in  sub- 
section 4.2  of  this  report. 
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2.0  SUMMARY  OF  AUDIT  OBSERVATIONS 

2.1  INTRODUCTION 

Reporting  Criteria 

2.1.1  In  preparing  this  report,  judgement  was  exercised  as  required  by  two  specific  sections  of  The 
Auditor  General  Act.  Section  25  of  the  Act  does  not  require  the  report  to  include  matters  which, 
in  the  opinion  of  the  Auditor  General,  are  immaterial  or  insignificant.  Sub-section  19(5)  of  the 
Act  allows  the  Auditor  General  to  refrain  from  reporting  deficiencies  in  systems  and  procedures 
otherwise  subject  to  report  under  sub-sections  19(2)(d)  or  (e)  when  such  deficiencies,  in  his 
opinion,  have  been  or  are  being  rectified.  These  two  provisions  allow  the  report  to  concentrate 
on  the  more  important  reportable  matters,  including  significant  deficiencies  in  systems  and 
procedures. 

2.1.2  When  deciding  whether  or  not  to  exercise  the  powers  contained  in  section  19(5)  of  the  Act,  the 
circumstances  surrounding  each  potentially  reportable  observation  are  considered.  Manage- 
ment assurances  that  measures  are  being  taken  to  remedy  systems  deficiencies  influence  these 
decisions.  In  this  manner,  the  leverage  provided  by  this  section  of  the  Act  is  used  to  encourage 
management  to  take  corrective  action  on  a  timely  basis  and  thereby  avoid  the  matters  being 
reported  to  the  Legislative  Assembly. 

In  circumstances  where  the  powers  under  section  19(5)  of  the  Act  have  been  exercised,  but 
where  it  is  subsequently  found  that  management  has  not  taken  remedial  action  to  eliminate 
systems  deficiencies,  then  the  matter  will  be  included  in  the  report  to  the  Legislative  Assembly 
for  the  following  year,  even  where  further  assurances  are  received.  Since  there  are  a  number 
of  these  situations  to  report  for  1979-80,  and  to  underline  the  seriousness  with  which  they  are 
viewed,  they  are  included  in  a  separate  sub-section  of  this  report  (see  sub-section  2.5  — 
Uncorrected  Systems  Weaknesses  and  Deficiencies  Originally  Detected  in  Previous  Years). 

Notwithstanding  the  above,  it  must  not  be  concluded  that  management  has  not  begun  to  take 
steps,  or  is  unwilling  to  take  steps,  to  rectify  deficiencies  included  in  this  report.  Where  systems 
deficiencies  are  sufficiently  prevalent  or  offer  opportunities  for  material  losses  of  public  funds 
or  assets,  they  are  included  herein  even  though  steps  are  being,  or  have  been,  taken  to  rectify 
them. 

2.1.3  Section  19(5)  of  The  Auditor  General  Act  does  not  apply  to  losses  or  possible  losses  of  public 
funds  or  assets  acquired  with  public  funds.  Accordingly,  sub-section  2.2  of  this  report  includes 
all  material  observations  on  matters  of  that  nature. 

Several  observations  contained  in  this  section  of  the  report  are  continuations  of  matters  con- 
tained in  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year. 
Where  this  report  contains  no  mention  of  matters  of  concern  included  in  the  1978-79  report, 
it  mav  be  concluded  that  measures  have  been  taken  or  events  have  occurred  to  eliminate  those 
concerns,  unless  otherwise  stated. 

Audit  Recommendations 

2.1.4  In  the  Auditor  General's  annual  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year, 
formal  recommendations  were  consecutively  numbered  and  a  complete  tabulation  of  all  rec- 
ommendations was  included  in  the  penultimate  section  of  the  report.  A  similar  reporting  format 
has  been  used  again  in  the  1979-80  report. 

For  the  1979-80  and  future  annual  reports,  it  is  intended  that  while  a  recommendation  contained 
in  a  previous  year's  annual  report  remains  unimplemented,  or  where  circumstances  have  not 
changed  to  render  the  recommendation  inapplicable  or  redundant,  the  recommendation  to- 
gether with  the  rationale  therefor  will  be  included  in  successive  annual  reports.  Furthermore, 
to  enable  the  reader  to  determine  how  long  a  recommendation  has  remained  outstanding,  the 
fiscal  year  of  the  annual  report  in  which  the  recommendation  was  first  made  will  be  noted  in 
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parenthesis  above  and  to  the  right  of  the  repeated  recommendation.  Recommendations  will 
be  similarly  dated  in  circumstances  where,  although  the  wording  has  changed,  the  main  thrust 
of  the  recommendation  remains  the  same. 

The  1978-79  Auditor  General's  annual  report  was  laid  before  the  Legislative  Assembly  in  March 
1980.  Since  several  of  the  recommendations  contained  therein  were  of  general  or  broad  ap- 
plication they  had  not  been  communicated  to  management  prior  to  the  issuance  of  the  report. 
In  addition,  many  of  the  recommendations  in  that  report  required  discussion  and  policy  de- 
cisions by  management,  some  necessitated  legislative  changes  and/or  systems  development 
and  implementation,  all  of  which  required  further  time. 

In  October  1980,  the  Provincial  Treasurer  tabled  before  the  Select  Standing  Committee  on 
Public  Accounts,  a  report  which  contained  responses  to  each  of  the  43  specific  recommen- 
dations in  the  Auditor  General's  report  for  the  1978-79  fiscal  year.  Many  of  those  responses 
are  quoted  or  referrea  to  tnrougnout  this  report.  Although  some  responses  indicated  that  the 
Government  was  not  in  full  agreement  with  all  of  the  1978-79  report  recommendations,  and 
in  some  cases  aecisions  were  deferred,  the  Auditor  General  was  generally  satisfied  with  the 
responses. 

The  above  mentioned  Provincial  Treasurer's  report  is  reproduced  in  Appendix  IV  of  this  report. 

Communication  of  Auait  Observations 

2.1.5  At  the  conclusion  of  all  audits,  formal  meetings  (exit  conferences)  are  neld  to  discuss  audit 
findings  and  recommenaations.  Audit  exit  conTerences  are  attenaed  by  Audit  Office  represen- 
tatives ana  senior  financial  and  otner  management  officials  of  the  auditee.  The  principal  pur- 
poses of  tnese  meetings  are  to  ensure  tnat  management  is  fully  apprised  of  all  matters  arising 
from  tne  audit,  to  discuss  proposea  recommendations  for  corrective  action  and  to  provide  an 
opportunity  Tor  comments  Dy  management  prior  to  tne  issuance  ot  audit  reports.  Minutes  of 
matters  aiscussea  are  prepared  by  the  Audit  Office  and  subsequently  circulated  to  all  wno 
attenaea  tne  meetings,  tnereDy  minimizing  tne  risk  of  misunaerstanaings  in  connection  with 
matters  raisea  or  action  promised. 

Subsequently,  all  signmcant  audit  observations  and  recommendations  are  incorporated  into 
a  "management  report''  from  tne  Auditor  General  to  tne  appropriate  aeputy  minister  or  senior 
executive  officer.  Copies  of  all  management  reports  are  Torwaraed  to  the  minister  responsible 
for  tne  audit  entity.  In  addition,  except  for  Provincial  agencies  exempt  under  section  2(5)  of 
The  Financial  Aaministration  Act,  1977,  copies  of  ail  management  reports  are  forwarded  to  the 
Secretary  to  tne  Treasury  Board. 

Reservations 

2.1.6  Tne  audit  observations  puDlisned  in  tnis  report  represent  only  a  small  portion  of  the  annual 
activities  of  tne  Audit  Office.  It  is  believed  tnat  priority  must  always  Oe  given  to  tne  audit  work 
necessary  to  issue  auaitor"  s  opinions  on  the  annual  financial  statements  of  Provincial  agencies, 
regulatea  Tunas,  revolving  Tunds,  tne  General  Revenue  Fund  and  other  organizations  of  wnich 
the  Auaitor  General  is  auditor.  Most  of  these  audited  financial  statements  collectively  comprise 
the  PuDlic  Accounts  of  tne  Province  wnich,  in  turn,  are  the  principal  evidence  of  financial 
accountaoility  availaDle  to  tne  Legislative  Assembly. 

The  Auaitor  General  expressea  reservations  in  nis  opinions  on  the  financial  statements  of  eight 
entities  audited  pursuant  to  section  12(a)  of  The  Auditor  General  Act: 

—  Four  reservations  were  because  certain  public  colleges  had  not  aisclosed  on  their  balance 
sbeets  assets  transierred  from  the  Department  of  Advanced  Education  and  Manpower  (see 
sub-section  2.3.7  of  tnis  report). 

—  Two  reservations  resulted  from  an  inability  to  verify  the  completeness  of  reported  revenue 
receivable  by  way  ot  donations. 
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—  One  reservation  was  due  to  there  being  insufficient  information  to  verify  both  the  adequacy 
of  certain  reserves  and  an  estimated  liability  for  future  claims'  costs. 

—  One  reservation  resulted  from  there  being  insufficient  information  to  verify  the  ownership 
and  value  of  certain  fixed  assets  acquired  including  those  for  research  projects. 

In  all  other  cases,  the  Auditor  General  was  able  to  report,  without  reservation,  that  the  financial 
statements  examined  presented  fairly  the  financial  position  of  the  entity  at  March  31,  1980  (or 
such  other  accounting  period  within  the  year  ended  March  31,  1980),  and  the  results  of  op- 
erations for  the  periods  covered  by  the  statements,  in  accordance  with  generally  accepted 
accounting  principles  or  other  disclosed  basis  of  accounting. 

General 

2.1.7  When  reading  a  report  of  this  nature,  it  is  important  to  recognize  that  it  is,  in  many  respects, 
a  report  by  exception.  Its  purpose  is  to  bring  to  the  attention  of  the  Legislative  Assembly  those 
matters  set  out  in  section  19  of  The  Auditor  General  Act  which  have  been  observed  and  are 
considered  significant.  Reporting  in  this  manner  may  unduly  emphasize  deficiencies  without 
giving  credit  for  the  great  majority  of  circumstances  in  which  no  significant  irregularities  were 
observed. 

2.1 .8  In  the  remainder  of  this  section  of  the  report,  repeated  references  are  made  in  audit  observations 
and  recommendations,  and  in  management  report  excerpts,  to  the  Treasury  Department's 
Manual  of  Financial  Administration.  This  manual  was  issued  by  the  Office  of  the  Controller 
pursuant  to  section  13  of  The  Financial  Administration  Act,  1977,  under  which  authority  has 
been  delegated  by  the  Provincial  Treasurer  to  prescribe  administrative  procedures  respecting 
financial  records  and  accounting  systems  and  the  receipt  and  disbursement  of  public  money. 
The  Manual  of  Financial  Administration  complements  the  Alberta  Financial  Information  System 
(A.F.I.S.)  User  Manual  which  is  designed  for  use  by  senior  administrators  and  financial  officers 
in  developing  an  overall  system  of  internal  control  for  their  departments. 

2.1.9  The  Auditor  General  acknowledges  with  gratitude,  the  excellent  co-operation  and  assistance 
extended  by  management  and  staff  of  all  departments,  funds  and  Provincial  agencies,  to 
members  of  the  Audit  Office  and  its  agents  during  the  course  of  their  work.  Furthermore,  in 
accordance  with  section  19(1 )( b)  of  The  Auditor  General  Act,  it  can  be  reported  that  the  Auditor 
General  received  all  the  information,  reports  and  explanations  required  to  carry  on  the  work 
of  the  Audit  Office  with  the  exception  of  the  continuing  problem  concerning  lack  of  access  to 
Government  of  Canada  taxation  records  described  in  sub-section  2.6.1  of  this  report. 

2.2       LOSSES  AND  POTENTIAL  OR  POSSIBLE  LOSSES 

(Reported  pursuant  to  section  19(2)(a),  (b)  and  (c)  of  The  Auditor  General  Act) 

2.2.1     FEDERAL  COST-SHARING  CLAIM 

During  an  examination  of  federal  cost-sharing  claims  at  the  Department  of  Social  Services  and 
Community  Health  during  the  1978-79  fiscal  year,  it  was  noted  that  a  claim  in  the  amount  of 
$482,998  had  been  rejected  by  the  Government  of  Canada.  The  claim  was  for  three  years  costs 
relating  to  Native  Counselling  Services  ostensibly  covered  by  a  federal  provincial  agreement 
dated  July  10,  1974. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  noted  that 
the  Department  apparently  had  displayed  tardiness  in  submitting  the  claim,  and  when  it  was 
rejected  by  the  Government  of  Canada,  had  too  readily  discontinued  attempts  to  obtain 
settlement. 

The  Auditor  General  brought  this  matter  to  the  attention  of  management  in  August  1979, 
following  which,  the  Department  renewed  its  efforts  to  obtain  settlement  from  the  Government 
of  Canada.  Despite  these  efforts,  the  Canadian  Department  of  Justice  has  continued  to  reject 
the  Department's  claim.  The  most  recent  rejection  was  on  the  grounds  that  the  cost-sharing 
agreement  was  not  intended  to  cover  counselling  services  provided  to  native  children  in  ju- 
venile courts.  These  grounds  appear  doubtful  since  the  agreement  refers  to  "Native  people" 
and  states  that  "Native  means  a  person  of  North  American  Indian  or  Eskimo  ancestry,  whether 
he  is  registered  (or  entitled  to  be  registered)  pursuant  to  the  Indian  Act  or  not." 
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It  is  understood  that  this  matter  has  now  been  passed  to  the  Alberta  Department  of  Federal 
and  Intergovernmental  Affairs  for  further  action. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  11)  repeated  below.  The  Provincial  Treasurer  responded 
to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated  that  DREE  and  Nutritive  Processing  Assistance 
claims  are  co-ordinated  by  Treasury  Officials.  Information  on  federal/provincial  agreements 
relative  to  revenue  has  been  consolidated  in  Treasury  to  facilitate  the  monitoring  of  revenue 
receipts  under  those  agreements. 

Since  the  Audit  Office  has  not  yet  reviewed  the  adequacy  or  the  operation  of  the  monitoring 
procedures  established  by  the  Treasury  Department,  the  recommendation  is  repeated: 

Recommendation:  (No.  1)  (1978-79:  No.  11) 

It  is  recommended  that  where  costs  eligible  for  cost-sharing  under  Federal/Provincial  or  other 
agreements  are  incurred  in  more  than  one  department  of  Government,  procedures  should  be 
established  to  ensure  adequate  liaison  when  submitting  claims. 


2.2.2     FEDERAL  SALES  TAX 

In  most  circumstances,  the  Province  of  Alberta  is  entitled  to  acquire  goods  for  its  own  con- 
sumption at  prices  exclusive  of  Government  of  Canada  sales  tax.  It  sometimes  happens,  how- 
ever, that  contractors  supply  or  use  construction  or  other  materials  upon  which  federal  sales 
tax  has  already  been  paid.  In  these  situations,  the  Province  is  entitled  to  submit  claims  for 
recovery. 

In  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year,  it  was 
observed  that  financial  and  other  senior  management  officials  in  several  departments  and 
agencies  were  not  fully  conversant  with  federal  sales  tax  regulations,  nor  the  significant  op- 
portunities for  saving  which  they  afford.  In  particular,  an  Audit  Office  review  of  construction 
contract  control  procedures  during  1978-79  at  the  Department  of  Housing  and  Public  Works 
revealed  instances  where  claims  were  not  made  and  where  claim  procedures  were  inadequate. 

During  a  subsequent  audit  at  the  Department  of  Housing  and  Public  Works  to  December  31, 
1979,  inadequacies  were  again  noted  in  procedures  used  to  record  and  control  federal  sales 
tax  claims.  These  were  reported  to  management  in  a  management  report  dated  June  10,  1980, 
which  stated: 

"Although  improvement  was  noted  in  the  accounting  for  federal  sales  tax  (F.S.T.)  claims, 
the  following  weaknesses  still  exist: 

a)  F.S.T.  on  contracts  was  not  being  properly  recorded  in  the  contract  ledger. 

b)  general  commitments  are  not  recorded  in  the  contract  ledger. 

c)  progress  claims  could  be  mislaid  or  lost  because  they  were  kept  in  open  files.  There 
was  no  control  to  ensure  that  all  progress  claims  had  been  received  by  the  F.S.T.  clerk. 

d)  an  accounts  receivable  figure  could  only  be  obtained  by  going  through  all  contract  files 
to  determine  outstanding  claims. 

e)  F.S.T.  refunds  on  Alberta  Heritage  Savings  Trust  Fund  projects  were  deposited  to  the 
General  Revenue  Fund  instead  of  the  Trust  Fund. 

f)  claims  rejected  by  the  Federal  sales  tax  auditor  on  the  grounds  that  the  Department 
should  claim  from  the  supplier,  were  left  in  an  open  file  with  no  action  being  taken. 

These  weaknesses  should  be  rectified  as  soon  as  possible.  This  Office  concurs  with  the 
appointment  of  a  consultant  to  assist  the  Department  in  implementing  procedures  to 
ensure  that  F.S.T.  claims  are  properly  prepared  and  submitted." 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  12)  repeated  below.  The  Provincial  Treasurer  responded 
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to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980. 

That  response  stated  that  the  Revenue  Administration  Division  of  the  Treasury  Department  is 
now  responsible  for  communications  with  Revenue  Canada,  Customs  and  Excise  regarding 
application  of  the  relevant  act  to  various  agencies,  and  any  disputes  regarding  tax  assessment 
as  a  result  of  audits.  The  Manual  of  Financial  Administration  will  be  updated  to  deal  with  the 
responsibilities  of  departments  to  recover  federal  sales  tax  paid.  This  will  be  reviewed  in 
monitoring  compliance  with  the  Manual. 

Since  the  proposed  amendments  to  the  Manual  of  Financial  Administration  have  not  been 
reviewed  by  the  Audit  Office,  or  their  effectiveness  evaluated,  the  recommendation  is  repeated: 

Recommendation:  (No.  2)  (1978-79:  No.  12) 

It  is  recommended  that  a  senior  official  in  the  Treasury  Department  be  assigned  the  task  of 
ensuring  that  Government  officials  in  departments  and  agencies  are  provided  with  information 
concerning  federal  sales  tax  regulations  and  their  implications,  and  should  further  be  respon- 
sible for  monitoring  refund  claims  to  ensure  that  they  are  properly  and  promptly  submitted. 


2.2.3     FIXED  ASSETS 

Fixed  assets  purchased  by  Government  departments  are  charged  directly  to  appropriations  of 
the  General  Revenue  Fund.  In  other  words,  the  entire  cost  of  these  assets  is  expensed  in  the 
fiscal  year  of  acquisition.  One  consequence  of  this  accounting  treatment  is  that  ongoing  fi- 
nancial records  of  fixed  assets  are  not  normally  an  integral  part  of  the  accounting  system.  In 
these  circumstances  it  is  necessary  to  establish  additional  management  controls  to  ensure  that 
all  assets  acquired,  or  otherwise  administered,  are  adequately  safeguarded,  recorded  and 
accounted  for.  In  most  Provincial  agencies  and  regulated  and  revolving  funds,  fixed  assets 
records  are  an  integral  part  of  the  accounting  system.  In  these  situations  it  is  similarly  important 
that  procedures  exist  to  adequately  safeguard  and  account  for  fixed  assets  under  the  custo- 
dianship of  the  entities  concerned. 

Section  9.5  of  the  Treasury  Department's  Manual  of  Financial  Administration  prescribes  ex- 
tensive guidelines  for  applicable  entities  for  the  design  and  maintenance  of  management 
control  systems  to  record,  account  for  and  safeguard  fixed  assets.  In  particular,  section  9.5.3 
states  that: 

"a  fixed  asset  control  system's  primary  objective  is  to  ensure  protection  of  public  property 
and  to  ensure  that  management  achieves  efficient  utilization  of  fixed  assets." 

It  is  the  opinion  of  the  Auditor  General,  that  systems  employed  to  account  for  and  safeguard 
fixed  assets  in  most  Government  entities  fail  to  satisfy  these  objectives.  Furthermore,  it  is 
disturbing  to  note  that  senior  financial  and  other  managers  are  often  unwilling  to  admit  re- 
sponsibility for  the  recording  and  protection  of  fixed  assets  under  their  custodianship.  The 
increasing  volume  (and  value)  of  fixed  assets  administered  by  the  Provincial  Government 
renders  the  situation  a  matter  of  increasing  seriousness. 

Adequate  protection  cannot  be  ensured  unless  the  entity  having  custodianship  maintains,  inter 
alia,  an  up-to-date  record  (including  description  and  location)  of  all  of  its  significant  and  readily 
convertible  fixed  assets. 

Many  Government  entities  (particularly  departments)  maintain  records  of  those  fixed  assets 
purchased  from  their  own  appropriations,  but  fail  to  record  those  assets  provided  to  them  free 
of  cost  by  other  departments  or  from  elsewhere.  Unless  records  are  maintained  of  all  significant 
fixed  assets,  and  such  records  are  verified  periodically  by  physical  examination  of  the  assets, 
some  assets  may  be  lost  or  stolen  without  management's  knowledge. 

In  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year,  it  was 
stated  that  the  control  exercised  over  fixed  assets,  and  the  quality  of  the  related  records,  in 
most  areas  of  Government  was  less  than  satisfactory.  Improvements  in  this  regard  during  the 
1979-80  fiscal  year  have  been  minimal. 
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The  following  extracts  from  management  reports  issued  at  the  conclusion  of  audits  in  which 
observations  and  recommendations  were  made  in  connection  with  inadequacies  in  fixed  asset 
controls  and  records  indicate  the  pervasiveness  of  this  problem: 

Government  Departments: 

Advanced  Education  and  Manpower: 
Alberta  Vocational  Centre  —  Calgary: 
"Proper  control  still  does  not  exist  over  fixed  asset  inventory.  A  complete  physical  inventory 
of  fixed  assets  should  be  taken  and  reconciled  to  the  fixed  asset  listing.  This  listing  should 
be  reconciled  annually  with  the  A.F.I.S.  printout  of  asset  additions.  Periodic  test  counts 
should  be  performed  to  confirm  the  validity  of  the  listing." 

Alberta  Vocational  Centre  —  Edmonton: 
"The  overall  control  of  fixed  assets  would  be  improved  by  the  use  of  a  fixed  asset  control 
account.  This  would  enable  the  Centre  to  ensure  that  all  fixed  assets  have  been  correctly 
recorded  in  the  accounts  by  reconciling  detailed  listings  with  the  control  account.  It  is 
understood  that  the  Campus  Development  Branch  is  introducing  new  procedures  to  control 
fixed  assets  and  that  this  problem  may  have  already  been  addressed." 

Northern  Alberta  Institute  of  Technology: 

"To  improve  control  over  fixed  assets,  it  is  recommended  that: 

(a)  all  fixed  assets  be  uniquely  identified  as  the  property  of  the  Institute, 

(b)  low  dollar  value  items,  with  the  exception  of  attractive  items,  be  deleted  from  fixed 
assets  and  controlled  as  a  supply  inventory, 

(c)  the  annual  physical  count  be  coordinated  and  supervised  by  the  Director,  Physical 
Plant,  to  ensure  that  all  areas  are  properly  counted,  including  those  items  in  the  general 

category." 

Southern  Alberta  Institute  of  Technology: 
"Although  an  inventory  listing  was  established  for  March  31,  1979,  subsequent  reconcil- 
iations to  A.F.I.S.  reports  have  not  been  performed  on  a  regular  basis." 

Agriculture: 

"It  has  been  noted  that  very  little  progress  has  been  achieved  in  implementing  the  rec- 
ommendations concerning  fixed  assets  as  reported  in  previous  memoranda  dated  March 
6,  1978  and  May  1 1 , 1979.  It  is  understood  that  following  the  previous  audit,  a  junior  clerical 
staff  member  was  assigned  the  task  of  addressing  and  solving  the  problems  which  had 
been  identified.  After  the  junior  staff  member  resigned,  this  responsibility  was  transferred 
to  the  Director  of  Records  Management.  I  would  suggest  that  realistic  deadlines  be  estab- 
lished for  implementing  the  recommendations  and  ensuring  compliance  with  Chapter  9.5 
of  the  Treasury  Department's  Manual  of  Financial  Administration." 

Economic  Development: 

"A  number  of  inadequacies  were  noted  in  systems  used  to  account  for  and  safeguard  fixed 
assets.  A  fixed  assets  control  ledger  had  not  been  properly  maintained  and  reconciled  to 
A.F.I.S.  purchases  reports.  It  is  understood  that  in  these  initial  stages  of  the  Department's 
operations,  staff  are  presently  endeavoring  to  improve  the  existing  record-keeping  system 
and  comply  with  the  control  requirements  of  section  9.5  of  the  Treasury  Department's 
Manual  of  Financial  Administration.  In  this  regard  it  is  suggested  that  periodic  physical 
inventory  verifications  be  undertaken  to  confirm  that  procedures  to  safeguard  fixed  assets 
are  functioning  satisfactorily.  Similarly,  assets  provided  for  the  use  of  the  Department  by 
the  Departments  of  Housing  and  Public  Works  and  Government  Services  should  also  be 
subject  to  the  same  controls.  As  these  assets  are  under  the  custodianship  of  the  Department 
of  Economic  Development,  they  should  be  subject  to  the  same  accounting  and  safeguard- 
ing controls  as  those  assets  purchased  by  the  Department  from  its  own  appropriations." 
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Education: 
School  for  the  Deaf: 

"It  was  noted  that  the  School  did  not  maintain  a  control  record  of  fixed  assets.  A  control 
account  should  be  established  and  reconciled  with  the  opening  balances,  additions,  dis- 
posals and  closing  balances  on  the  fixed  asset  schedules.  Donated  assets  should  also  be 
included  in  this  record.  Additions  to  fixed  assets  should  be  reconcilable  to  the  Schools' 
A.F.I. S.  6040  reports." 

Labour: 

"The  control  weaknesses  in  the  procedures  used  to  account  for  and  safeguard  fixed  assets 
referred  to  in  my  management  report  dated  June  15,  1979  had  not  been  rectified  at  the 
time  of  this  audit.  It  is  acknowledged,  however,  that  since  the  audit  exit  meeting  on  February 
19,  1980,  a  control  listing  of  fixed  assets  purchased  by  the  Department  has  been  produced 
to  be  used  as  a  basis  for  corrective  action  in  this  area.  It  is  understood  that  Department 
staff  are  presently  making  concerted  efforts  to  establish  an  improved  fixed  assets  system 
which  will  comply  with  the  control  requirements  of  Chapter  9.5  of  the  Treasury  Depart- 
ment's Manual  of  Financial  Administration. 

It  should  be  noted,  however,  that  the  fixed  asset  listing  referred  to  above  does  not  include 
assets  provided  at  no  charge  by  the  Departments  of  Housing  and  Public  Works  and  Gov- 
ernment Services.  These  assets  are  under  the  custodianship  of  the  Department  of  Labour, 
and  accordingly,  should  be  subject  to  the  same  accounting  and  safeguarding  controls  as 
those  assets  purchased  by  the  Department  from  its  own  appropriations." 

Legislation: 

"During  audit  examination  of  equipment  purchased  by  the  Clerk  of  the  Legislative  Assem- 
bly, this  Office  could  not  locate  various  items  used  by  the  members  of  the  Legislative 
Assembly.  To  ensure  that  physical  control  exists  over  equipment,  it  is  recommended  that 
the  present  records  be  expanded  to  include  the  location  of  all  equipment  and  that  transfers 
are  duly  noted." 

Social  Services  and  Community  Health: 
Alberta  Hospital  —  Edmonton: 

"It  was  noted  that  one  piece  of  equipment,  a  phoroptor,  purchased  in  June  1978  for  $2,750 
still  remained  packed  and  had  never  been  used.  In  addition,  the  audit  staff  were  informed 
that  the  Hospital  had  purchased  a  complete  operating  theatre  for  No.  12  Building  some 
years  ago,  which  again  had  never  been  used.  The  need  for  the  phoroptor  and  operating 
theatre  should  be  reviewed  and  a  decision  made  as  to  whether  this  equipment  should  be 
retained  or  disposed  of.  Acquisition  procedures  that  ascertain  the  need  for  capital  ex- 
penditure should  be  reviewed  to  ensure  that  unnecessary  fixed  assets  are  not  purchased." 

Michener  Centre  —  Red  Deer: 
"A  record  of  the  location  of  fixed  assets  purchased  by  the  Department  was  not  maintained, 
nor  was  there  any  numbering  procedure  for  the  identification  of  assets.  In  addition,  fixed 
assets  purchased  through  the  Resident  Trust  or  donated  to  the  Centre  were  not  recorded 
by  the  Business  Office.  It  is  recommended  that  the  Fixed  Asset  System  developed  by  the 
Department  be  used  by  Michener  Centre,  and  that  periodic  test  counts  of  fixed  assets  be 
done  and  reconciled  to  the  records." 

Solicitor  General: 
Calgary  Correctional  Institution: 
"To  ensure  that  fixed  assets  are  properly  recorded  and  safeguarded,  it  is  essential  that  a 
system  to  control  assets  be  established  and  proper  records  be  maintained.  This  control 
should  comply  with  the  recommendations  in  section  9.5  of  the  Treasury  Department's 
Manual  of  Financial  Administration." 

Transportation: 

"A  number  of  inadequacies  in  systems  used  to  account  for  and  safeguard  fixed  assets 
were  reported  in  the  management  report  dated  February  2,  1979.  It  is  noted  that  the 
Department  intends  to  defer  corrective  action  in  this  area  until  higher  priority  systems 
have  been  reviewed  and  improved." 
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Utilities  and  Telephones: 

"It  was  observed  that  little  progress  had  been  made  towards  eliminating  the  weaknesses 
in  procedures  used  to  account  for  and  safeguard  fixed  assets  which  were  noted  during 
the  previous  audit.  The  fixed  asset  listing  included  only  those  assets  purchased  through 
the  Department's  own  appropriations,  and  in  addition,  procedures  were  not  in  effect  re- 
quiring periodic  physical  verifications  of  assets  on  hand.  It  is  suggested  that  procedures 
be  established  which  (at  least)  satisfy  the  control  guidelines  for  fixed  assets  as  outlined 
in  section  9.5  of  the  Treasury  Department's  Manual  of  Financial  Administration  and  that 
similar  controls  be  extended  to  those  fixed  assets  over  which  the  Department  has  custo- 
dianship but  which  were  provided  by  the  Departments  of  Housing  and  Public  Works  and 
Government  Services." 

Provincial  Agencies  and  Regulated  and  Revolving  Funds: 

Culture: 

Glenbow-Alberta  Institute  (extract  from  management  report  issued  by  the  firm  of  chartered 
accountants  which  acted  as  agent  of  the  Auditor  General): 

"Fixed  Asset  Register. 

No  adequate  analysis  of  fixed  assets  is  in  existence.  Problems  noted  during  the  course 
of  the  audit  in  this  regard  are  as  follows: 

(a)  Control  is  weak  since  there  is  no  complete  listing  of  what  the  Institute  owns. 

(b)  In  the  event  of  a  disposal,  it  is  often  difficult  or  even  impossible  to  determine  the  profit 
or  loss  on  disposal,  since  the  original  cost  is  unknown. 

The  resolution  of  these  problems  are  likely  to  be  very  time  consuming  and  will  require 
the  assembly  of  the  following  details,  asset-by-asset: 

(a)  Brief  description 

(b)  Code  number 

(c)  Location  code 

(d)  Original  cost 

(e)  Date  of  acquisition 

If  the  Institute  decides  to  acquire  a  computer  installation,  the  above  details  should  be 
stored  in  it." 

The  Alberta  Historical  Resources  Foundation: 
"A  fixed  asset  subsidiary  ledger  should  be  established  and  procedures  should  be  imple- 
mented to  record,  account  for  and  safeguard  fixed  assets  purchased  by  or  gifted  to  the 
Foundation." 

Executive  Council: 

Alberta  Educational  Communications  Corporation  (extract  from  management  report  issued 
by  the  firm  of  chartered  accountants  which  acted  as  agent  of  the  Auditor  General): 

"(a)  Maintenance  of  Subsidiary  Ledgers: 

Currently  the  Corporation  maintains  subsidiary  ledgers  which  record  fixed  assets  in  a 
chronological  order  of  their  acquisition  by  the  Corporation.  Our  examination  indicated 
that  these  ledgers  were  not  being  updated  for  assets  which  were  sold  or  otherwise  disposed 
of  during  the  year.  Moreover,  the  gain  or  loss  on  sale  of  an  asset  was  difficult  to  calculate 
because  the  fixed  assets  subsidiary  ledgers  record  only  the  cost  and  not  the  accumulated 
depreciation  or  the  net  book  value  of  each  asset.  We  recommend  that  the  Corporation 
implement  a  new  subsidiary  ledger  for  fixed  assets,  which  would  record  the  cost,  the 
accumulated  depreciation  and  the  net  book  value  of  each  asset  and  that  the  Associate 
Director  of  Financial  Services  ensure  that  this  ledger  is  updated  and  reconciled  to  the 
general  ledger  on  a  monthly  basis. 
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(b)  Asset  Location: 

During  the  current  audit  we  experienced  considerable  difficulty  in  locating  some  studio 
and  technical  equipment  at  the  Corporation's  studio  facilities  in  Edmonton.  In  one  case  it 
was  discovered  that  equipment  was  loaned  to  a  local  television  station.  However,  there 
was  no  documentation  available  to  support  the  transaction.  The  problem  was  compounded 
by  the  unavailability  of  the  custodian  of  these  assets  to  assist  in  the  search  for  these  items. 
The  problem  with  asset  location  must  be  solved  by  ensuring  that  the  department  heads 
maintain  updated  lists  of  all  assets  housed  within  their  departments.  We  recommend  that 
the  department  heads  regularly  submit  to  the  accounting  department  updated  listings  of 
all  equipment  under  their  control.  In  order  to  determine  the  veracity  of  these  lists  the 
accounting  department  should  physically  inspect  such  fixed  assets  on  a  test  basis. 

(c)  Tag  Numbers: 

Our  examination  revealed  a  small  number  of  fixed  assets  purchased  during  the  current 
year  which  had  not  been  tagged  with  their  corporate  identification  numbers. 

We  recommend  that  all  assets  be  tagged  with  proper  identification  numbers  immediately 
upon  purchase." 

Education: 
Northland  School  Division  No.  61: 
"The  accounting  for  fixed  assets  is  a  common  concern  throughout  government  depart- 
ments and  agencies.  Every  effort  should  be  made  by  the  Division  to  establish  adequate 
records  and  procedures  to  account  for  and  safeguard  all  fixed  assets  under  its  custodianship." 

Government  Services: 
Government  Services  Revolving  Fund: 
Computing  and  Systems  Division: 
"Review  of  the  fixed  asset  sub-ledger  revealed  a  number  of  depreciation  calculation  errors 
and  differences  from  amounts  posted  to  the  general  ledger  control  account.  It  is  recom- 
mended that  the  format  of  the  subledger  be  simplified  and  that  consideration  be  given  to 
using  approximations  tor  total  monthly  depreciation  charges  with  adjustments  to  actual 
being  made  quarterly  or  at  year  end  only. 

It  is  recommended  that  the  definition  of  fixed  assets  in  the  Division's  capitalization  policy 
include  a  value  criteria,  as  recommended  in  section  9.5  of  the  Treasury  Department's 
Manual  of  Financial  Administration,  to  ensure  consistency  in  capitalization  decisions." 

Operating  and  Maintenance  Division: 
"Fixed  asset  sub-ledgers  maintained  by  the  Division  were  not  in  agreement  with  the  general 
ledger  control  account.  The  difference  of  approximately  $6,800  should  be  reconciled. 

It  is  suggested  that  Division  policy,  to  depreciate  some  fixed  assets  to  nil  value,  should  be 
revised  to  retain  a  nominal  value  in  the  records  for  fully  depreciated  assets.  It  is  understood 
that  this  policy  change  has  been  implemented  since  the  year  end." 

Supply  Division: 

"It  is  suggested  that  Division  poiicy,  to  depreciate  some  fixed  assets  to  nil  value,  should 
be  revised  to  retain  a  nominal  value  in  the  records  for  fully  depreciated  assets.  It  is  under- 
stood that  this  policy  change  has  been  implemented  since  the  year  end.  There  is  a  further 
proposal  to  stop  depreciating  assets  upon  actual  disposal,  rather  than  at  the  date  of  the 
surplus  declaration,  which  should  also  improve  control." 

Housing  and  Public  Works: 
Alberta  Housing  Corporation: 

"As  recommended  in  the  audit  management  report  of  November  8,  1979  the  Corporation 
did  count  fixed  assets  during  the  year,  however,  certain  categories  of  fixed  assets  were 
not  reconciled  to  the  general  ledger. 

To  ensure  proper  control  over  fixed  assets,  all  counts  should  be  reconciled  to  the  general 
ledger  and  proper  approvals  received  for  any  adjustments. 


11 


It  was  noted  that  the  Corporation  disposed  of  fixed  assets  without  obtaining  an  independent 
opinion  as  to  the  salvage  value,  if  any,  from  the  Department  of  Government  Services, 
Surplus  Sales  Branch.  In  future,  it  is  recommended  that  assets  be  disposed  of  through  the 
Surplus  Sales  Branch  to  ensure  that  the  Corporation  receives  the  best  possible  value  for 
these  assets." 

Municipal  Affairs: 
Improvement  Districts'  Trust  Account: 
"As  previously  reported,  most  of  the  Trusts'  fixed  assets  have  been  shown  on  the  balance 
sheet  at  a  nominal  value  of  one  dollar.  While  an  accumulative  schedule  of  fixed  asset 
acquisitions  has  been  maintained,  it  has  not  been  adjusted  for  disposals  to  reflect  fixed 
assets  currently  owned.  Physical  and  financial  control  would  be  improved  significantly  by 
a  complete  physical  verification  of  all  fixed  assets  and  the  subsequent  preparation  and 
maintenance  of  a  record  by  location  of  all  assets  on  hand.  An  outline  of  the  minimum 
control  features  for  such  a  system  is  contained  in  Chapter  9.5  of  the  Treasury  Department's 
Manual  of  Financial  Administration.  Establishment  of  these  records  would  greatly  facilitate 
Management's  stated  future  intention  of  including  fixed  assets  at  cost  or  depreciated  value 
on  the  Trust  Account's  balance  sheet." 

Universities,  Colleges  and  Hospitals 

Advanced  Education  and  Manpower: 
The  University  of  Alberta: 
"The  University  of  Alberta's  fixed  asset  system  is  fairly  advanced,  mainly  due  to  the 
Equipment  Inventory  Group  which  was  established  several  years  ago.  This  group  has 
provided,  with  some  exceptions,  a  detailed  inventory  of  all  equipment  purchased  from 
University  or  University  administered  funds.  The  major  exception  to  this  is  office  furnish- 
ings. This  inventory  project  was  undertaken  to  fulfill  several  purposes  of  a  management 
nature  which  did  not  necessarily  include  the  control  and  safeguarding  of  assets. 

Audit  examinations  in  1978,  1979  and  1980  identified  several  control  deficiencies  and,  in 
some  instances,  a  deterioration  in  the  fulfillment  of  management  concerns.  For  example, 
an  increasing  percentage  of  assets  selected  for  physical  verification  from  the  equipment 
listing  could  not  be  located  or  were  found  at  locations  different  from  those  shown  in  the 
listing.  Several  selected  assets  did  not  have  property  tags  attached  which  made  positive 
identification  difficult.  In  addition,  it  was  noted  that  some  departments  maintained  equip- 
ment lists  independent  of  the  central  listing  by  the  University. 

Discussions  between  Audit  staff  and  University  administrators  indicated  that  the  above 
noted  concerns  resulted  largely  from  the  placement  of  inventory  responsibility  with  the 
user  departments  and  with  the  updating  of  the  equipment  listing  being  done  on  a  triennial 
basis.  It  is  recognized  however  that  a  dichotomy  exists  between  the  reasons  for  the  initial 
establishment  of  the  equipment  inventory  and  the  control  and  safeguarding  concerns 
raised  by  this  Office.  It  is  recommended  that  representatives  of  this  Office  meet  with  the 
University  Comptroller  and  the  Director  of  Technical  Services  to  identify  a  course  of  action 
which  would  be  mutually  satisfactory." 

The  University  of  Lethbridge  (extract  from  management  report  issued  by  the  firm  of  chartered 
accountants  which  acted  as  agent  of  the  Auditor  General): 

"The  University  has  commenced  reconstruction  of  a  plant  ledger  but  as  yet  it  has  not  been 
reconciled  to  the  general  ledger.  When  this  has  been  done  a  comparison  will  be  made  to 
a  detailed  physical  count  of  assets  on  hand." 

Hospitals  and  Medical  Care: 
Foothills  Provincial  General  Hospital: 
"It  was  again  noted  that  records  relating  to  major  equipment  had  not  been  maintained  in 
a  satisfactory  condition  and  periodic  counts  were  not  being  made.  I  would  appreciate  your 
comments  with  respect  to  this  matter." 
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Provincial  Cancer  Hospitals: 
"An  inventory  of  equipment  held  by  the  Hospital  has  not  been  taken  for  several  years.  The 
equipment  inventory  ledger  consists  of  a  large  number  of  cards  which  have  not  been 
reconciled  with  the  general  ledger  on  a  regular  Oasis.  It  is  recommenaed  tnat  an  inventory 
of  equipment  be  taken  at  regular  intervals  and  reconciled  with  the  general  ledger." 

University  of  Alberta  Hospital: 
"As  previously  reported,  an  inventory  of  equipment  held  by  the  hospital  has  not  been 
taken  for  several  years.  The  equipment  inventory  leager  consists  of  a  large  number  of 
cards  which  have  not  been  reconciled  witn  tne  general  leager.  As  a  result,  it  is  difficult  to 
establish  the  existence  of  much  of  the  equipment  snown  on  tnese  caros.  The  Hospital  has 
appointeo  an  equipment  co-orainator  to  iaentify  and  serially  numDer  all  equipment  held 
by  the  Hospital.  In  aoaition,  tne  equipment  inventory  leager  is  to  De  replaced  with  a 
computerized  system.  Aaequate  resources  snould  be  appliea  to  ensure  completion  of  this 
project  within  a  reasonable  period  of  time." 

Recommenaarions:  (No.  3  and  4)  (1978-79:  Nos.  13  ana  14) 

It  is  recommenaed  tnat,  in  view  of  tne  large  and  increasing  volume  (and  value)  ot  fixed  assets 
administered  Dy  the  Provincial  Government,  improvements  be  made  to  many  ot  the  systems 
currently  in  place  to  ensure  adequate  control  and  sateguards.  Every  effort  snould  be  made,  as 
soon  as  possiole,  to  implement  systems  wnicn  comply  with  the  guidelines  contained  in  section 
9.5  of  tne  Treasury  Department  s  Manual  of  Financial  Administration.  Management  ot  each 
Government  entity  should  ensure  that  all  fixed  assets  unaer  its  custoaiansnip  are  controlled 
by  these  systems. 

It  is  also  recommenaea  tnat  tne  Office  ot  tne  Controller  review  section  9.5.2  or  tne  Manual  of 
Financial  Aaministration  wnicn  derines  fixed  assets,  inter  alia,  as  "items  ot  tangmie,  puDlic 
property  that  cost  in  excess  of  $100... ".  Consiaeration  snouia  be  given  to  inci easing  this  ugure. 
This  recommenaation  aoes  not  apply  to  assets  aescriDed  as  "...consiaerea  targets  tor  purerage 
or  reaoily  convertmie  into  cash." 

The  principles  ot  accounting  ana  internal  control  ernDoaiea  in  tne  Manual  ot  Financial  Aumin- 
istration  are  equally  applicable  to  tne  Universities,  Colleges  ana  hospitals,  even  tnougn  tney 
are  not  legally  requirea  to  aanere  to  tne  Manual. 

Recommenaation:  (No.  5)  (19/8-/9:  No.  15) 

It  is  recommenaea  tnat  all  Provincial  agencies  ana  regulatea  tunus  wnich  are  not  currently 
subject  to  tne  Treasury  Department's  Manual  of  Financial  Aaministration,  excepting  tnose 
which  have  aireaay  aone  so,  aesign,  implement  ana  aocument  proceaures  to  auequately 
recora,  account  tor  ana  sateguara  all  fixea  assets  unaer  tneir  custoaiansnip.  The  principles 
containea  in  section  9.5  of  the  Treasury  Department's  Manual  couia  De  usea  as  a  guiae  in 
designing  sucn  proceaures. 

In  a  formal  report  taoiea  beiore  tne  Select  Stanaing  Cammittee  on  Public  Accounts  in  October 
198U,  tne  Provincial  Treasurer  responaea  to  tne  aoove  tnree  recommenaations  (19/8-/9:  i\us. 
13,  14  ana  lb).  The  report  inaicatea  tnat  a  common  Tixea  assets  inventory  ana  control  system 
will  be  maae  available  to  all  aepartments,  Provincial  agencies  ana  regulatea  tunas  uy  tne 
Department  of  Government  Services  for  tne  1981-82  tiscal  year.  Tne  report  aiso  statea  tnat 
Departments  are  implementing  proceaures  for  improvea  pnysical  control  ot  assets  ana  tnat 
tne  Office  ot  tne  Controller  is  reviewing  tne  appropriateness  of  the  current  aetinition  of  fixed 
assets. 

The  Audit  OtTice  consiaers  tne  availability  of  a  common  tixeO  assets  inventory  ana  control 
system  a  useTuI  initial  step  towaras  tne  esiaolisnment  ot  an  auequate  system  to  recora  and 
sateguara  Tixea  assets.  Since  tne  system  is  not  yet  operational,  ana  since  no  appreciable 
improvements  nave  been  noticea  in  proceaures  to  pnysically  control  tixea  assets,  tne  auuve 
three  recommenaations  are  repeated. 
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2.2.4     INVESTMENT  OF  SURPLUS  FUNDS 


Section  2(5)  of  The  Financial  Administration  Act,  1977  exempts  certain  Provincial  agencies 
from  application  of  the  Act.  Accordingly,  these  agencies  are  not  subject  to  the  banking  ar- 
rangements contained  in  sections  20  and  21  of  the  Act.  It  sometimes  happens  that  these 
Provincial  agencies  receive  funding  from  the  Province  or  elsewhere  which  is  surplus  to  their 
immediate  requirements.  In  these  circumstances,  it  is  incumbent  upon  management  of  the 
entities  concerned  to  optimize  the  income  derived  from  investing  these  surplus  funds. 

Unfortunately,  some  exempt  Provincial  agencies  do  not  have  sufficient  staff  to  provide  the 
necessary  management  of  surplus  funds.  Poor  cash  management  can  result  in  losses  of  po- 
tential investment  income.  For  example,  during  the  1978-79  audit  of  Athabasca  University  the 
Audit  Office  advised  management  to  implement  a  comprehensive  cash  management  and  in- 
vestment policy  for  the  effective  utilization  of  funds.  However,  staff  levels  and  workloads 
precluded  management  from  providing  the  planning  and  controls  necessary  to  maximize  in- 
vestment income  while  still  providing  for  day  to  day  cash  requirements. 

Some  exempt  Provincial  agencies  totally  delegated  decisions  for  the  investment  or  re-invest- 
ment of  funds  to  a  bank  or  other  financial  institution.  Instances  were  noted  where  investment 
income  was  foregone  because  decisions  were  not  made  promptly  under  such  arrangements. 
In  another  instance,  audit  testing  revealed  that  bank  errors  resulting  in  underpayments  of 
interest  to  Keyano  College  totalling  approximately  $13,000  had  not  been  detected  by  the  Col- 
lege. These  funds  were  subsequently  recovered  from  the  bank. 

In  the  above  mentioned  cases,  the  Audit  Office  advised  management  to  improve  its  procedures 
to  ensure  prompt  and  thorough  review  of  investment  opportunities  and  transactions. 

A  major  investment  opportunity  is  available  to  departments,  boards,  agencies,  trust  funds  or 
other  organizations  through  participation  in  the  Consolidated  Cash  Investment  Trust  Fund 
(CCITF),  which  is  administered  by  the  Treasury  Department  in  accordance  with  Part  5  of  The 
Financial  Administration  Act,  1977. 

The  purpose  of  CCITF  is  to  pool  the  surplus  funds  of  a  number  of  approved  depositors  in  order 
to  maximize  the  investment  yield  available  to  each  depositor,  while  at  the  same  time  providing 
daily  liquidity.  Individual  depositors  thus  benefit  from  the  investment  potential  of  a  large  pooled 
fund  and  are  relieved  of  much  of  the  need  for  day  to  day  cash  management. 

In  addition  to  departments,  boards,  agencies  and  trust  funds,  a  number  of  other  organizations 
have  chosen  to  deposit  in  CCITF  temporarily  surplus  funds  received  from  the  Province  by  way 
of  grants  or  loans.  Such  deposits  add  to  the  strength  of  CCITF  as  well  as  provide  benefits  to 
depositors. 

Recommendation:  (No.  6) 

It  is  recommended  that  where  appropriate,  Provincial  agencies  utilize  the  services  of  the  Con- 
solidated Cash  Investment  Trust  Fund  to  maximize  investment  yield  while  maintaining  liquidity 
of  funds  surplus  to  immediate  requirements.  Consideration  should  also  be  given  to  advising 
appropriate  recipients  of  provincial  grants  of  the  benefits  available  to  depositors  in  the  Fund. 

2.2.5     RED  DEER  COLLEGE  —  CASH  SHORTAGE 

During  the  audit  of  Red  Deer  College  for  the  year  ended  June  30,  1979,  weaknesses  and 
deficiencies  in  systems  to  control  invoicing  of  revenue,  recording  of  accounts  receivable  and 
handling  of  monies  received  were  identified  and  reported  to  management.  It  was  also  observed 
that  there  was  inadequate  segregation  of  duties  among  staff  handling  cash,  a  lack  of  timely 
reconciliation  procedures  and  that  accountability  for  certain  categories  of  revenue  was  poor. 
(These  matters  are  referred  to  in  sub-section  2.3.7  of  this  report  under  the  heading  PUBLIC 
COLLEGES). 

In  January  1980,  in  attempting  to  reconcile  revenue  received  with  funds  deposited,  manage- 
ment became  aware  of  a  cash  shortage  in  the  amount  of  approximately  $5,375.  However, 
because  of  the  accounting  and  systems  deficiencies  referred  to  above,  it  was  not  possible  to 
establish  where  the  shortage  had  arisen  or  which  types  of  revenue  were  involved.  ":- 
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The  Audit  Office  has  received  assurances  from  management  that  procedures  have  now  been 
implemented  to  prevent  a  recurrence  of  this  nature. 

2.2.6  THE  ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION  —  WESTECH  SYSTEMS  LTD. 

During  the  audit  of  The  Alberta  Government  Telephones  Commission  for  the  year  ended 
December  31,  1979,  it  was  noted  that  the  Commission  had  acquired  an  equity  investment  in 
Westech  Systems  Ltd.,  a  federally  incorporated  private  company  formed  to  engage  in  the 
design,  development  and  marketing  of  high  technology  communications  systems.  The  Com- 
mission's investment  was  in  the  nature  of  a  joint  venture  with  two  private  companies,  Inter- 
national Systcoms  Ltd.  and  AES  Data  Ltd.,  both  of  Montreal.  The  Commission  holds  42%  of 
the  common  shares  of  Westech,  21%  is  held  by  each  of  International  Systcoms  and  AES  Data, 
and  16%  is  held  by  Westech  management. 

As  at  December  31,  1979,  the  Commission  had  disbursed  a  total  of  $478,080  to  Westech  for 
common  and  preferred  shares,  advances  and  expenses  incurred. 

Inasmuch  as  the  investment  in  Westech  Systems  Ltd.  did  not  appear  to  fall  within  the  powers 
granted  to  the  Commission  under  The  Alberta  Government  Telephones  Act,  Chapter  12,  Revised 
Statutes  of  Alberta  1970,  the  Auditor  General  recommended  that  legal  advice  be  sought  and 
any  necessary  legislative  changes  be  made  as  soon  as  possible. 

The  Alberta  Government  Telephones  Amendment  Act,  1980,  passed  by  the  Legislature  in  the 
fall  of  1980,  broadened  the  investment  powers  of  the  Commission  to  include  investments  such 
as  the  above. 

2.2.7  WAPITI  LODGE  —  GRANDE  PRAIRIE 

Since  April  1,  1975,  the  Department  of  Social  Services  and  Community  Health  has  provided 
board  and  lodging  for  transient  men  at  Wapiti  Lodge,  Grande  Prairie,  using  the  hostel  man- 
agement services  of  the  Salvation  Army. 

During  the  latter  part  of  1973,  in  correspondence  with  the  Department  of  Social  Services  and 
Community  Health,  the  Salvation  Army  indicated  its  willingness  to  lease  the  Lodge  for  a  period 
of  two  years,  at  a  nominal  rent,  with  the  Province  being  responsible  for  repairs.  At  the  request 
of  the  Department  of  Social  Services  and  Community  Health,  the  Department  of  Housing  and 
Public  Works  purchased  Wapiti  Lodge  and  certain  furnishings  in  December  1973,  and  thereafter, 
proceeded  to  make  changes  necessary  for  Salvation  Army  occupancy. 

Since  April  1,  1975  annual  service  agreements  between  the  Department  of  Social  Services  and 
Community  Health  and  the  Salvation  Army  required  the  Salvation  Army  to: 

—  lease  the  Lodge  from  the  Province  of  Alberta. 

—  maintain  the  Lodge  in  a  good  state  of  repair. 

—  supply  all  utilities. 

—  provide,  and  evidence  to  the  Department,  comprehensive  insurance  coverage. 

—  provide  the  Department  each  year  with  an  audited  financial  statement  covering  the  required 
services. 

Despite  the  above  provisions,  the  Department  of  Government  Services  assumed  its  customary 
responsibility  for  the  maintenance  and  operation  of  this  government  property.  In  addition, 
since  December  31,  1973  the  Province  has  elected  to  pay,  through  the  Department  of  Housing 
and  Public  Works,  grants-in-lieu  of  taxes  to  the  local  municipality. 

Under  the  terms  of  another  service  agreement  with  the  Salvation  Army,  the  Department  of  the 
Solicitor  General  also  used  Wapiti  Lodge  as  a  Community  Residential  Centre  for  its  clients. 

An  Audit  Office  examination  of  matters  relating  to  the  occupancy  of  and  services  provided  at 
Wapiti  Lodge  revealed  the  following: 

1.  Neither  the  Departments  of  Social  Services  and  Community  Health  and  Housing  and  Public 
Works,  nor  the  Salvation  Army  could  locate  lease  agreements  as  required  by  the  service 
agreements. 
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2.  The  Department  of  Social  Services  and  Community  Health  was  unable  to  provide  inventory 
control  listings  for  the  furnishings  originally  purchased  with  the  Lodge  in  December  1973, 
or  the  furnishings  and  equipment  purchased  for  the  Lodge  since  that  date. 

3.  The  Department  of  Government  Services  incurred  costs  repairing  and  maintaining  the 
Lodge,  even  though  the  service  agreement  with  the  Department  of  Social  Services  and 
Community  Health  specified  that  these  were  the  responsibility  of  the  Salvation  Army.  These 
costs  amounted  to  approximately  $77,000  to  March  31,  1980. 

4.  The  Department  of  Government  Services  paid  all  utilities  for  the  Lodge,  even  though  the 
service  agreement  with  the  Department  of  Social  Services  and  Community  Health  specified 
that  these  were  the  responsibility  of  the  Salvation  Army.  These  costs  amounted  to  approx- 
imately $32,000  to  March  31,  1980. 

5.  The  Departments  of  the  Solicitor  General  and  Social  Services  and  Community  Health  had 
not  obtained  evidence  of  insurance  coverage,  as  required  by  their  respective  service 

agreements. 

6.  The  Salvation  Army  suppliea  an  audited  financial  statement,  for  the  first  time,  for  the  year 
ended  December  31,  1979.  This  financial  statement  did  not  show  clearly  the  costs  of  the 
services  provided  to  the  Departments. 

7.  The  Salvation  Army  cnarged  the  Departments  of  the  Solicitor  General  and  Social  Services 
and  Community  Health  for  tne  same  oasic  service  of  board  and  lodging  at  a  variety  of  rates: 

(a)  The  Department  of  the  Solicitor  General  paid  $10.00  per  man  per  day. 

(b)  The  Department  of  Social  Services  and  Community  Health  was  cnarged  on  a  three 
tier  tee  structure: 

—  an  annual  amount  of  $129,550  payaDie  in  equal  monthly  instalments  for  20  guar- 
anteed boara  ana  lodging  places  at  the  Loage  througnout  tne  year.  This  resulted  in 
a  payment  of  $17.74  per  man  per  day. 

—  $6.00  per  man  per  day  for  every  man  boarded  and  lodged  in  excess  of  the  20 
guaranteed. 

—  $250  per  montn  for  each  man  classitied  as  unempioyaDle  or  having  serious  em- 
ployment difficulties.  This  amounted  to  approximately  $8.00  per  day. 

At  tne  time  of  tne  audit  examination,  tne  Department  of  Social  Services  and  Community  Health 
did  not  have  proceaures  to  ensure  tnat  the  20  prepaid  places  had  been  filled  by  government 
clients  beTore  additional  cnarges  were  made.  Furthermore,  longer-term  residents  were  not 
included  in  tne  20  prepaid  places. 

In  conclusion,  tne  two  Government  Departments  which  use  tne  services  provided  by  Wapiti 
Loage  appear  to  have  ignored  consistently  a  numDer  of  the  terms  contained  in  the  annual 
service  agreements.  Furthermore,  these  Departments  did  not  ensure  tnat  otner  Government 
Departments  providing  or  paying  for  services  to  Wapiti  Loage  were  doing  so  in  accordance 
witn  tne  annual  service  agreements  with  the  Salvation  Army. 

Recommendation:  (No.  7) 

It  is  recommended  that,  in  connection  with  tne  occupancy  of  Wapiti  Looge,  Grande  Prairie  by 
the  Salvation  Army,  the  Department  of  Social  Services  and  Community  Health: 

—  inform  trie  Department  of  Housing  and  Public  WorKS  of  tne  terms  and  conditions  of  the 
tenancy  arrangements  with  the  Salvation  Army. 

—  locale  and  record  furnishings  and  equipment  acquired  for  the  Lodge  by  tne  Province. 

—  clariry  with  tne  Saivaxion  Army  the  disposition  of  past  and  future  costs  of  repairs  and 

utilities. 

—  obtain  trom  tne  Salvation  Army  the  required  evidence  of  insurance  both  for  its  own  infor- 
mation and  on  behalf  of  the  Department  of  the  Solicitor  General. 
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—  request  that  the  Salvation  Army  provide  audited  financial  statements  which  reflect  the  costs 
of  the  services  provided,  for  its  own  information  and  on  behalf  of  the  Department  of  the 
Solicitor  General. 

Recommendation:  (No.  8) 

It  is  recommended  that,  in  connection  with  the  occupancy  of  Wapiti  Lodge,  Grande  Prairie  by 
the  Salvation  Army,  the  Department  of  Housing  and  Public  Works: 

—  execute  a  lease  with  the  Salvation  Army  covering  its  continuing  occupation  of  Wapiti  Lodge, 
Grande  Prairie  in  accordance  with  the  service  agreement  between  the  Salvation  Army  and 
the  Department  of  Social  Services  and  Community  Health. 

—  ensure  that  it  exercises  control  over  all  Government-owned  and  occupied  premises,  so  that 
in  future  it  may  effectively  monitor  occupancy  arrangements  by  non-Government  tenants, 
supervise  leasing  arrangements  and  inform  other  departments  affected  by  such  arrangements. 

Recommendation:  (No.  9) 

It  is  recommended  that,  in  connection  with  the  occupancy  of  Wapiti  Lodge,  Grande  Prairie  by 
the  Salvation  Army,  the  Department  of  Government  Services: 

—  advise  the  Department  of  Social  Services  and  Community  Health  of  the  amount  that  has 
been  expended  on  repairs,  maintenance  and  utilities  from  April  1,  1975  to  March  31,  1980, 
and  request  instructions  both  for  the  disposition  of  these  charges  and  the  manner  in  which 
future  repair,  maintenance  and  utility  costs  are  to  be  paid. 

Recommendation:  (No.  10) 

It  is  recommended  that  where  more  than  one  Department  of  the  Government  requires  common 
services  to  be  provided  by  a  single  agency,  a  single  Department  be  appointed  to  assume 
responsibility  for  coordinating  the  preparation  of  contracts  and  agreements  relating  to  the 
provision  of  those  services  to  ensure  that: 

—  contracts  are  properly  prepared. 

—  there  are  no  conflicts  in  the  terms  of  the  various  contracts. 

—  services  to  be  provided  are  properly  defined. 

—  all  parties  involved  are  aware  of  their  obligations. 

Recommendation:  (No.  11) 

It  is  recommended  that  the  Office  of  the  Controller  improve  its  contract  registry  system  so  that 
the  Disbursement  Control  division  may  more  readily  detect  and  prevent  anomalies  between 
contracts  and  agreements  related  to  the  same  agency. 

2.3       SYSTEMS  WEAKNESSES  AND  DEFICIENCIES 

(Reported  pursuant  to  section  19(2)(d)  and  (e)  of  The  Auditor  General  Act) 

2.3.1     COLLECTION  OF  PUBLIC  MONEY 

Section  8.3  of  the  Treasury  Department's  Manual  of  Financial  Administration  prescribes  com- 
prehensive and  definitive  guidelines  for  the  recording  and  control  of  public  money  received. 
It  stresses  that  proper  control  over  money  received  requires  an  effective  system  of  internal 
control  to  ensure  that  all  receipts  are  properly  recorded  and  deposited. 

Despite  these  guidelines,  audits  conducted  during  the  1979-80  fiscal  year  revealed  a  number 
of  weaknesses  and  deficiencies  in  internal  control  systems  utilized  by  departments,  funds  and 
agencies  to  control  and  record  monies  received  and  incoming  mail  containing  cash  and 
cheques. 

Some  control  weaknesses  were  caused  by  clerical  staff  performing  multiple  functions  relating 
to  the  receipt  and  recording  of  public  money,  without  consideration  for  an  appropriate  seg- 
regation of  incompatible  functions  as  required  for  sound  internal  control.  For  example,  if  the 
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sponsible  for  preparing  invoices,  receiving  cash  and  recording  invoices  and  cash  in  the  revenue 
records,  then  that  person  is  ideally  situated  to  misappropriate  monies  received  and  avoid 
detection  by  ensuring  that  the  records  contain  no  mention  of  the  transactions  concerned. 
Conversely,  should  it  be  alleged  that  monies  have  been  misappropriated,  suspicion  would  fall 
inevitably,  and  maybe  unjustly,  on  staff  having  such  an  opportunity. 

It  is  recognized  that  adequate  segregation  of  duties  may  be  impractical  where  a  limited  number 
of  staff  are  employed  at  a  location.  Nevertheless,  to  protect  public  money  and  prevent  staff 
being  unfairly  exposed,  management  should  attempt  to  optimize  the  segregation  of  incom- 
patible functions,  or  alternatively,  establish  appropriate  compensating  controls. 

Several  instances  were  also  noted  wherein  money  received  was  not  deposited  promptly.  The 
concern  in  situations  of  this  nature,  is  that  by  withholding  cash  receipts  and  covering  the 
deficiency  by  depositing  subsequent  receipts,  misappropriations  could  be  concealed. 

The  following  are  extracts  from  certain  management  reports,  issued  at  the  conclusion  of  audits, 
in  which  observations  and  recommendations  were  made  in  connection  with  inadequacies  in 
procedures  to  control,  account  for  and  safeguard  monies  received. 

Advanced  Education  and  Manpower: 
Alberta  Vocational  Centre  —  Calgary: 
"As  previously  reported,  in  order  to  improve  control  over  receipts,  cheques  should  be 
restrictively  endorsed  immediately  upon  receipt." 

Alberta  Vocational  Centre  —  Edmonton: 
"Internal  control  deficiencies  were  noted  in  the  following  areas  of  the  Centre's  cash  han- 
dling and  processing  procedures. 

a)  The  accounting  office  did  not  issue  receipts  for  all  cash  received  from  the  various 
revenue  centres  within  the  facility. 

b)  Receipts  issued  by  the  facility's  revenue  centres  were  not  reconciled  to  cash  received 
in  the  accounting  office. 

c)  The  cash  book  was  not  formally  reconciled  to  the  bank  statements. 

d)  Not  all  receipts  issued  were  recorded  in  the  cash  book. 

Amended  procedures  should  be  implemented  for  the  issue,  recording  and  reconciliation 
of  receipts." 

Attorney  General: 

Fines  and  Costs  Distribution  Trust  Account: 
"As  previously  reported,  control  over  cash  receipts  is  inadequate.  It  was  noted  that  mail 
was  opened  and  recorded  by  one  person  and  cheques  were  not  restrictively  endorsed 
upon  receipt." 

Judicial  Offices  and  Provincial  Court —  Drumheller: 
"It  was  noted  that  bank  deposits  were  left  in  an  insecure  place  for  some  time  before  being 
deposited.  Measures  should  be  taken  to  ensure  more  control  over  undeposited  funds." 

Judicial  Offices  —  Red  Deer: 
"It  was  noted  that  cheques  are  being  restrictively  endorsed  when  deposits  are  prepared. 
This  should  be  done  when  the  mail  is  opened  or  a  cheque  is  received  over  the  counter." 

Provincial  Court  —  Vermilion 
"A  proper  record  of  cash  register  errors  was  not  maintained.  It  was  therefore  not  possible 
to  reconcile  the  cash  register  ring-ups  to  cash  deposited  at  the  bank.  To  facilitate  recon- 
ciliation of  cash  receipts  such  a  record  should  be  maintained  and  should  indicate  the  date, 
ring-up  number,  document  number  and  the  amount  and  description  of  each  error.  In 
addition,  the  cancelled  receipts  should  be  retained  for  audit  examination." 

Consumer  and  Corporate  Affairs: 

"Financial  and  internal  control  weaknesses  were  observed  in  procedures  in  use  at  the 
Collection  Agency  and  Credit  Union  Branches.  Remittances  were  not  always  recorded  on 
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a  timely  basis  and  the  functions  of  maintaining  the  mail  blotter,  handling  cash  and  posting 
accounts  receivable  were  inadequately  segregated.  The  Department  should  strive  to  reduce 
its  exposure  to  fraudulent  practices  by  establishing  effective  division  of  duties  between 
staff  at  its  branches.  It  is  suggested  that  procedures  be  established  to  ensure  that  monies 
received  are  promptly  recorded  and  that  accounts  receivable  control  accounts  are  reviewed 
and  reconciled  periodically  to  cash  records  by  an  employee  other  than  the  cashier  or 
accounts  receivable  clerk." 

Government  Services: 
Government  Services  Revolving  Fund: 
Computing  and  Systems  Division: 
"Instances  were  noted  of  receipts  being  held  up  to  ten  days  before  being  deposited.  It  is 
recommended  that  deposits  be  made  daily.  In  addition,  cheques  received  in  the  mail  should 
be  restrictively  endorsed  by  the  mail  clerk  before  being  forwarded  to  the  cashier." 

Housing  and  Public  Works: 

"Cheques  received  in  the  mail  were  not  being  restrictively  endorsed  until  they  were  in  the 
hands  of  the  cashier.  To  improve  control,  cheques  should  be  restrictively  endorsed  upon 
opening  the  mail." 

Labour: 

"Internal  control  weaknesses  were  observed  in  procedures  used  to  control  cash  receipts 
at  three  of  the  Department's  branches  where  clerical  staff  involved  in  the  initial  receipt 
and  recording  of  cash  were  also  involved  in  the  maintenance  of  accounts  receivable  or 
revenue  records.  It  is  acknowledged  that  where  the  number  of  clerical  staff  employed  at 
a  branch  is  small,  satisfactory  segregation  of  functions  in  this  regard  may  not  be  practical. 
However,  the  Department  should  strive  to  achieve  good  internal  control  wherever  possible 
to  reduce  its  exposure  to  irregularities  and  fraud.  It  is  suggested  that  consideration  be 
given  to  establishing  a  central  cash  and  mail  receiving  unit  for  the  whole  Department 
thereby  separating  the  cash  receiving  and  accounting  functions  in  an  acceptable  manner. 

It  was  also  noted  that  non-government  receipt  forms  were  used  to  acknowledge  monies 
received  by  the  Pension  Benefits  Branch.  This  practice  is  contrary  to  the  Treasury  De- 
partment's control  requirements  which  state  that  if  receipts  are  used,  they  must  be  official 
government  receipts.  To  improve  control  over  the  collection  and  recording  of  public  rev- 
enue, it  is  recommended  that  the  use  of  non-government  receipt  forms  be  terminated 
immediately." 

Social  Services  and  Community  Health: 
Youth  Development  Centre: 

"Cash  received  in  September  1979  amounting  to  $122,959.62  was  not  deposited  in  the 
General  Revenue  Fund  until  October  10,  1979.  This  was  due  to  the  fact  that  the  Bursar  was 
on  vacation.  Cash  receipts  should  be  deposited  immediately  upon  receipt.  Back  up  pro- 
cedures should  be  in  place  to  ensure  that  lapses  do  not  occur  when  key  staff  are  away." 

Solicitor  General: 
Calgary  Remand  and  Detention  Centre: 
"Incoming  mail  receipts  were  not  being  properly  recorded  and  controlled.  Mail  procedures 
should  be  established  in  accordance  with  the  Treasury  Department's  Manual  of  Financial 
Administration  as  described  under  'Control  of  Cash  Receipts'." 

Tourism  and  Small  Business: 

"An  internal  control  weakness  was  observed  in  that  the  cashier  responsible  for  receiving 
funds  also  had  duties  involving  the  preparation  of  revenue  invoices.  Improved  segregation 
of  duties  is  recommended  in  this  area." 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  26)  repeated  below.  The  Provincial  Treasurer  responded 
to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated  that  the  Manual  of  Financial  Administration 
is  to  be  revised  to  provide  that  methods,  other  than  those  now  specified  in  the  Manual,  may 
be  employed  where  it  is  demonstrated  that  control  objectives  are  being  achieved.  A  review 
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and  monitoring  capability  is  being  developed  in  the  Office  of  the  Controller  with  the  objective 
of  obtaining  compliance  with  control  guidelines  and  ensuring  that  appropriate  controls  are  in 

place. 

Pending  review  by  the  Audit  Office  of  the  proposed  amendments  to  the  Manual,  their  adequacy 
and  the  monitoring  procedures  to  be  implemented  to  ensure  compliance,  this  recommendation 

is  repeated: 

Recommendation:  (No.  12)  (1978-79:  No.  26) 

It  is  recommended  that,  where  necessary  and  appropriate,  greater  effort  be  made  to  achieve 
full  compliance  with  the  management  and  internal  control  guidelines  relating  to  cash  receipts 
and  incoming  mail  contained  in  section  8.3  of  the  Treasury  Department's  Manual  of  Financial 

Administration. 

2.3.2     CONDITIONAL  GRANT  PAYMENTS 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  commented 
upon  inadequacies  in  rights  to  audit  and  procedures  used  to  monitor  the  ultimate  deployment 
of  conditional  grants.  Conditional  grants  are  grants  paid  by  the  Province  pursuant  to  agree- 
ments which  impose  restrictions  and  conditions  on  the  subsequent  use  of  the  funds.  In  some 
instances,  the  agreements  stipulate  that  grants  received  in  excess  of  requirements  shall  be 
refunded  to  the  Province. 

In  these  circumstances,  it  is  believed  that  the  Province  should  possess  legal  rights,  exercisable 
at  its  discretion,  enabling  it  to  ensure  that  conditional  grants  are  used  only  for  the  purposes 
for  which  they  were  intended.  It  must  be  remembered  that  once  grant  monies  are  in  the  hands 
of  a  recipient,  they  cease  to  be  public  funds  and  are  thus  beyond  the  authority  of  The  Financial 
Administration  Act,  1977  and  The  Auditor  General  Act. 

Some,  but  by  no  means  all,  conditional  grant  agreements  allow  the  donor  department  or 
agency  access  to  the  financial  records  of  the  grant  recipient.  While  it  has  been  noted  that 
departments  are  increasingly  including  audit  access  rights  in  conditional  grant  agreements,  it 
has  been  observed  that  rarely  are  they  exercised  in  an  appropriate  manner. 

These  comments  should  not  be  interpreted  as  suggesting  that  donor  departments  and  agencies 
should  check  to  ensure  that  all  conditional  grants  disbursed  are  used  for  the  purposes  intended. 
However,  it  is  suggested  that  all  conditional  grant  agreements  should  provide  the  donor  de- 
partment or  agency  with  the  right  to  do  so.  The  frequency  with  which  this  right  is  exercised 
should  depend  upon  the  size  of  the  grants  and  the  nature  of  the  conditions.  Ideally,  it  would 
involve  auditing  a  randomly  selected  sample  of  payments  and  where  it  was  suspected  that 
grants  may  not  have  been  used  in  accordance  with  the  terms  of  the  grant  agreement. 

Since  the  Offices  of  both  the  Controller  and  the  Auditor  General  also  have  responsibilities  in 
this  area,  it  would  seem  reasonable  that  conditional  grant  agreements  should  also  provide 

them  with  similar  rights. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendations  (1978-79:  Nos.  17  and  18)  repeated  below.  The  Provincial  Treasurer 
responded  to  these  recommendations  in  a  report  tabled  before  the  Select  Standing  Committee 
on  Public  Accounts  in  October  1980.  That  response  stated  that  departments  are  being  en- 
couraged to  ensure  that  conditional  grants  are  used  for  the  purposes  intended.  Also,  that  the 
Manual  of  Financial  Administration  recommends  that  conditional  grant  agreements  include 
appropriate  provision  for  audit  including  audit  of  records  by  the  Auditor  General. 

Since  it  is  not  clear,  at  this  time,  what  form  this  encouragement  will  take,  or  how  effective  it 
will  be,  the  recommendations  are  repeated  hereunder: 

Recommendations  (No.  13  and  14)  (1978-79:  Nos.  17  and  18) 

It  is  recommended  that  appropriate  provisions  be  contained  in  all  conditional  grant  agreements 
to  provide  donor  departments  and  agencies,  the  Provincial  Treasurer  (Office  of  the  Controller) 
and  the  Auditor  General,  with  right  of  access,  inspection  and  audit  of  the  relevant  records  of 
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all  conditional  grant  recipients.  This  right  may  be  invoked  on  a  discretionary  sample  basis  or 
where  grounds  exist  for  suspecting  that  grant  monies  have  not  been  used  in  compliance  with 
the  terms  of  the  grant  agreement. 

It  is  also  recommended  that  departments  and  agencies  make  more  use  of  their  rights  to  pursue 
conditional  grants  into  recipients'  records  to  ensure  that  they  are  used  for  the  purposes 
intended. 

2.3.3     DEPARTMENT  OF  GOVERNMENT  SERVICES  —  MANAGEMENT  INFORMATION  SYSTEM  FOR 
CENTRAL  VEHICLE  SERVICE 

During  1977,  the  Department  of  Government  Services  undertook  the  design  of  a  computer- 
based  Management  Information  System  for  Central  Vehicle  Service  (MIS/CVS).  The  objectives 
of  the  system,  as  listed  in  the  original  acquisition  proposal,  included: 

—  The  provision  of  improved  vehicle  inventory  control  through  readily  available  up-to-date 
information  on  vehicle  descriptions  and  locations  and  the  identification  of  appropriate  fleet 
establishments. 

—  Reduction  of  total  vehicle  fleet  operating  costs  by  providing  comprehensive  information 
on  vehicle  component  performance,  optimizing  vehicle  replacement  and  providing  the  ca- 
pability for  consolidated  government  fuel  purchases  with  resulting  potential  for  negotiated 
purchase  discounts. 

—  Reduction  of  clerical  costs  and  faster  processing  of  suppliers'  invoices  for  operating 
supplies. 

These  original  objectives  were  extended  to  allow  the  system  to  be  used  for  all  government 
vehicles,  to  provide  vehicle  management  information  to  all  users  of  the  system,  and  to  provide 
full  audit  control  over  the  issue,  use  and  payment  of  vouchers  for  operating  costs. 

Management  envisaged  the  MIS/CVS  as  an  independent  management  information  system, 
and  accordingly,  it  was  not  designed  to  interface  with  the  existing  accounting  system.  The 
Audit  Office  believes,  however,  that  the  veracity  of  management  information  obtained  from 
the  system  would  be  enhanced  if  procedures  were  implemented  to  reconcile  it  to  the  accounting 
records. 

As  is  the  practice  of  the  Audit  Office  with  all  significant  accounting  and  management  control 
systems,  a  review  of  the  MIS/CVS  was  undertaken  in  order  to  evaluate  the  degree  to  which  the 
internal  controls  within  and  surrounding  the  system  could  be  relied  upon  during  annual  audits, 
and  also,  to  evaluate  the  capability  of  the  system  to  provide  effective  management  controls. 

The  review  was  conducted  in  a  manner  consistent  with  the  Audit  Office's  standard  approach 
to  the  evaluation  of  EDP-based  accounting  and  management  control  systems.  The  key  steps 
in  this  approach  included  the  following: 

—  Identification  of  the  main  objectives  of  the  system  from  the  user's  point  of  view. 

—  Independent  determination  of  appropriate  accounting  and  management  control  objectives. 

—  Definition  of  control  requirements  which  would  allow  the  objectives  to  be  met. 

—  Documentation  of  the  system,  particularly  with  respect  to  perceived  control  strengths  and 
weaknesses. 

—  Preliminary  evaluation  of  the  degree  to  which  the  controls  in  the  system  could  satisfy  the 
control  requirements. 

Due  in  part  to  the  compressed  design  and  construction  schedule  for  the  system,  the  review 
proceeded  concurrently  with  both  further  development  of  the  system  and  a  review  by  the 
Office  of  the  Controller.  The  Controller's  review  identified  serious  concerns  relating  to  the 
payment  of  invoices  from  suppliers  of  goods  and  services,  and  suggested  procedural  changes 
to  meet  the  requirements  of  The  Financial  Administration  Act,  1977.  The  Controller  was  also 
of  the  opinion  that  the  practice  of  assessing  departments  a  mileage  charge  to  cover  operating 
costs  should  be  discontinued  and  replaced  with  a  flow-through  of  actual  operating  costs, 
including  maintenance.  This  change  was  subsequently  implemented. 
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The  review  conducted  by  the  Audit  Office  identified  a  number  of  internal  control  deficiencies 
in  the  system  and  also  questioned  the  capability  of  the  MIS/CVS  to  provide  the  reliable  infor- 
mation required  by  management.  These  deficiencies  can  be  broadly  categorized  as  follows: 

1.  Incompatibility  of  the  MIS/CVS  with  other  systems  and  procedures  existing  within  Govern- 
ment. This  was  demonstrated  by  the  lack  of  procedures  to  reconcile  financial  data  from  the 
system  with  data  produced  by  the  Government's  central  payment  system  (A.F.I.S.),  and  by 
the  need  to  alter  voucher  payment  procedures  in  order  to  comply  with  legislation.  In  the 
opinion  of  the  Audit  Office,  had  compatibility  with  central  government  systems  been  a  part 
of  the  system's  design,  the  above  and  other  operating  problems,  such  as  how  to  handle 
charges  from  other  government  departments,  might  not  have  arisen. 

2.  Introduction  of  another  level  of  disbursement  control  appears  to  have  resulted  from  the 
procedures  implemented  to  control  vehicle  expense  vouchers.  In  addition,  routing  vehicle 
expense  voucher  charges  from  the  user  to  CVS,  then  to  Treasury  for  payment  of  suppliers, 
and  then  back  through  CVS  as  charges  to  users,  appears  unnecessarily  cumbersome,  and 
thus  counter  productive  to  achieving  one  of  the  system's  stated  objectives. 

3.  Achievement  of  the  system's  objectives  was  hampered  by  initial  design  faults  and  by  sub- 
sequent changes.  A  number  of  edit  routines  within  the  system  were  either  dropped  or 
rendered  ineffective  because  of  the  need  for  expanded  parameters. 

It  is  stressed  that  the  above  comments  pertain  only  to  deficiencies  in  the  management  infor- 
mation system.  They  are  not  intended  to  reflect  upon  the  advisability  of  central  vehicle 
management. 

Recommendation:  (No.  15) 

It  is  recommended  that,  because  of  control  inadequacies  and  the  possible  cost  of  corrective 
measures,  the  Department  of  Government  Services  evaluate  the  basic  functions  of  the  Man- 
agement Information  System  for  Central  Vehicle  Service  in  the  context  of  current  requirements, 
and  that  the  suitability  of  the  system  for  the  achievement  of  its  basic  objectives  be  subject  to 
a  thorough  cost-benefit  analysis. 

Recommendation:  (No.  16) 

It  is  recommended  that  where  significant  electronic  data  processing  systems  are  developed 
and  implemented  by  government  entities: 

—  systems  should  be  compatible,  wherever  practicable,  with  the  Province's  central  data-based 
accounting  and  information  system. 

—  they  should  be  subjected  to  formal  post-implementation  reviews  to  ensure  that  they  have 
met  originally  defined  objectives.  Where  originally  defined  objectives  have  not  been  met 
it  is  incumbent  upon  management  of  the  entity  concerned  to  decide  upon  the  action  to  be 
taken  and  the  ultimate  disposition  of  the  system. 

2.3.4     NURSING  HOME  PROGAM 

During  an  audit  of  the  Department  of  Hospitals  and  Medical  Care  to  January  1980,  the  review 
and  evaluation  of  internal  accounting  controls  was  extended  to  encompass  management  con- 
trol systems  within  the  Department's  "Financial  Assistance  for  Supervised  Personal  Care" 
program.  This  program  is  commonly  referred  to  as  the  Nursing  Home  Program. 

The  Nursing  Home  Program  operates  under  authority  of  The  Nursing  Homes  Act,  Chapter  264, 
Revised  Statutes  of  Alberta  1970.  Its  approved  objective  in  the  Estimates  of  Expenditure  1979- 
80  was  to  provide  financial  assistance,  on  a  per  diem  basis,  to  all  nursing  homes  operating  in 
Alberta.  This  financial  assistance  takes  the  form  of  per  diem  grants  totalling  approximately 
$50  million  per  year  to  35  private  nursing  homes,  33  district  nursing  homes  and  10  voluntary 
nursing  homes,  all  of  which  provide  nursing  home  care. 

The  audit  revealed  deficiencies  in  the  Department's  systems  to  control  the  payment  of  per 
diem  grants  to  nursing  homes.  For  example,  the  Department  was  unable  to  verify  independently 
the  accuracy  of  the  number  and  type  of  patient  days  used  in  calculating  grants  paid  to  individual 
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nursing  homes.  This  was  because  the  number  and  type  of  patient  days  disclosed  in  annual 
audited  financial  and  statistical  statements  received  from  nursing  homes  were  not  separately 
identified  .  In  addition,  the  figures  contained  in  the  monthly  returns  (claims)  and  unaudited 
financial  reports  received  from  nursing  homes,  on  which  monthly  grant  payments  were  based, 
were  not  reconciled  to  the  annual  audited  figures.  Moreover,  the  Department  did  not  reconcile 
the  data  contained  on  the  monthly  returns  (claims)  with  the  data  in  the  monthly  financial 
reports.  Adjustments  to  monthly  returns  did  not  always  result  in  adjustments  to  monthly 
financial  reports. 

Recommendation:  (No.  17) 

It  is  recommended  that  the  Department  of  Hospitals  and  Medical  Care  strengthen  its  control 
over  the  payment  of  per  diem  grants  to  nursing  homes  under  the  Financial  Assistance  for 
Supervised  Personal  Care  program  by  ensuring  that: 

—  Provincial  contributions  and  patient  days  data  on  monthly  returns  are  reconciled  with  the 
data  contained  in  monthly  unaudited  financial  and  statistical  reports  from  nursing  homes. 

—  Monthly  data  are  reconciled  with  annually  audited  data,  and  that  annually  audited  data  are 
provided  in  a  format  which  facilitates  such  reconciliations. 

—  Nursing  homes  are  provided  with  guidelines  for  the  preparation  of  monthly  and  annual 
reports  and  returns  which  will  ensure  that  reporting  is  complete,  accurate  and  consistent. 

The  audit  also  revealed  deficiencies  in  the  Department's  procedures  for  reviewing  compliance 
with  legislated  standards  of  patient  care.  This  function  was  performed  by  means  of  inspection 
visits  to  nursing  homes  by  the  Institutional  Operations  Branch.  Documentation  did  not  exist 
to  ensure  that  inspection  visits  were  performed  and  inspection  reports  were  prepared  in  a 
comprehensive  and  consistent  manner.  As  a  result,  management  could  not  evaluate  the  ad- 
equacy of  inspection  visits  to  nursing  homes. 

Recommendation:  (No.  18) 

It  is  recommended  that  the  Department  of  Hospitals  and  Medical  Care  establish  procedures 
to  enable  management  to  ensure  that  inspection  visits  to  nursing  homes,  which  receive  funding 
under  the  Financial  Assistance  for  Supervised  Personal  Care  program,  are  performed  ade- 
quately, consistently  and  comprehensively  to  review  compliance  with  legislated  standards  of 
patient  care. 

The  audit  also  revealed  instances  of  non-compliance  with  Regulations  issued  pursuant  to  The 
Nursing  Homes  Act.  For  example,  section  16(1)  of  the  Regulations  require  that  patients  are 
provided  with  at  least  1.5  hours  of  nursing  and  personal  care  per  patient  day.  It  appeared, 
however,  from  an  examination  of  the  information  available,  that  the  nursing  and  personal  care 
per  patient  day  provided  by  many  facilities  supported  by  this  program  was  less  than  the 
required  1.5  hours  and  that  subsequent  efforts  by  the  Department  to  ensure  compliance  with 
section  16(1)  were  not  fully  effective.  Furthermore,  it  was  noted  that  District  Boards  were  not 
reporting  the  results  of  annual  reviews  and  assessments  of  their  "nursing  home  programs" 
to  the  Minister  as  required  by  section  3  of  the  Regulations.  In  the  absence  of  these  reports,  the 
Department  did  not  have  all  the  information  necessary  to  evaluate  the  performance  of  the 
nursing  home  program. 

Recommendation:  (No.  19) 

It  is  recommended  that  the  Department  of  Hospitals  and  Medical  Care  improve  procedures  to 
monitor  and  ensure  compliance,  by  the  nursing  homes  to  which  it  contributes  funding,  with 
the  regulations  issued  pursuant  to  The  Nursing  Homes  Act. 
2.3.5     PAYROLL  —  SEGREGATION  OF  DUTIES 

Principles  of  sound  internal  control  require  adequate  segregation  of  duties  between  staff  re- 
sponsible for  preparation,  summarization  and  approval  of  payroll  information  and  staff  re- 
sponsible for  checking  and  distributing  payroll  cheques.  If  this  segregation  is  achieved, 
individual  staff  members  are  unlikely  to  be  able  to  fraudulently  instigate  and  obtain  payroll 
cheques.  These  principles  are  comprehensively  documented  in  section  7.3  of  the  Treasury 
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Department's  Manual  of  Financial  Administration  together  with  guidelines  for  procedures 
which  should  be  implemented  to  incorporate  them.  These  guidelines  recommend,  inter  alia, 
that  under  normal  circumstances,  preparation,  summarization  and  approval  of  payroll  data 
should  be  performed  by  personnel  division  staff  and  subsequent  checking  and  distribution  of 
cheques  should  be  performed  by  accounting  division  staff. 

The  Audit  Office  is  not  aware  of  any  fraud  arising  from  control  deficiencies  of  this  nature. 
However,  a  number  of  instances  were  observed  during  audit  reviews  of  payroll  processing  and 
distribution  systems  where  departments  and  funds  were  failing  to  comply  with  the  guidelines. 
On  occasion,  management  of  the  department  or  fund  concerned  contended,  with  some  jus- 
tification, that  the  guidelines  were  not  reasonably  applicable  in  their  particular  circumstances. 
Similarly,  it  is  acknowledged  that  adequate  segregation  of  duties  may  be  impractical  where 
a  limited  number  of  staff  are  employed  at  a  location.  Nevertheless,  in  several  areas  there 
appeared  to  be  scope  for  improved  compliance  with  the  guidelines  contained  in  the  Manual 
of  Financial  Administration,  or  alternatively,  the  establishment  of  appropriate  compensating 
controls. 

The  following  are  extracts  from  certain  management  reports,  issued  at  the  conclusion  of  audits, 
in  which  observations  and  recommendations  were  made  in  connection  with  poor  segregation 
of  payroll  related  duties: 

Economic  Development: 

"Internal  control  weaknesses  were  observed  in  the  Department's  payroll  distribution  sys- 
tem where  payroll  cheques  were  distributed  by  Personnel  section  staff  who  were  also 
involved  in  the  preparation  of  payroll  input  documents.  This  practice  is  contrary  to  the 
guidelines  contained  in  the  Treasury  Department's  Manual  of  Financial  Administration. 
Although  no  evidence  was  revealed  that  irregularities  had  occurred,  it  should  be  noted 
that  management  is  responsible  for  ensuring  that  systems  weaknesses  do  not  render 
clerical  staff  vulnerable  to  suspicion  should  irregular  payments  occur.  It  is  suggested  that 
payroll  cheques  be  distributed  by  employees  other  than  Personnel  section  staff  and  that 
an  Accounting  Officer  review  the  payroll  register  and  monitor  the  distribution  system  in 
accordance  with  the  aforementioned  Manual  guidelines." 

Environment: 

"It  was  observed  that  certain  clerical  staff  involved  in  the  preparation  of  payroll  data,  were 
also  involved  in  distributing  payroll  cheques  to  employees.  Principles  of  good  internal 
control  require  adequate  segregation  of  duties  between  staff  responsible  for  preparation, 
summarization  and  approval  of  payroll  information  and  staff  responsible  for  checking  and 
distributing  payroll  cheques.  If  this  segregation  is  achieved,  individual  staff  members  are 
unlikely  to  be  able  to  fraudulently  instigate  and  obtain  payroll  cheques. 

Section  7.3  of  the  Treasury  Department's  Manual  of  Financial  Administration  suggests  that 
the  desired  segregation  can  best  be  achieved  if  preparation,  summarization  and  approval  of 
payroll  data  are  performed  by  personnel  division  staff  and  subsequent  checking  and  dis- 
tribution of  cheques  by  accounting  division  staff.  Accordingly,  it  is  recommended  that 
procedures  be  implemented  whereby  payroll  cheques  are  checked  and  distributed  by 
employees  who  are  not  involved  in  processing  payroll  information  and  who  operate  under 
the  supervision  of  an  Accounting  Officer." 

Housing  and  Public  Works: 

"It  was  again  noted  that  all  input  to  the  payroll  system  was  processed  by  the  personnel 
section  and  the  payroll  register  and  paycheques  were  returned  to  the  personnel  section. 
Improved  internal  control  would  be  achieved  if  payroll  cheques  were  distributed  by  staff 
whose  duties  were  unrelated  to  the  personnel  section  and  the  payroll  register  was  ex- 
amined by  a  senior  official  who  has  no  personnel  responsibilities.  Chapter  7.3  of  the 
Treasury  Department's  Manual  of  Financial  Administration  outlines  recommendations  for 
controls  in  payroll  administration." 
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Recreation  and  Parks: 
Alberta  Games  Council: 
"To  compensate  for  a  lack  of  proper  segregation  of  duties,  caused  by  limited  staff  numbers, 
it  is  suggested  that  the  managing  director  increase  his  overall  supervision  in  the  following 
areas: 

a)  the  monthly  payroll  should  be  reviewed  and  initialed, 

b)  all  supporting  documents  should  be  properly  authorized  before  payment  is  made, 

c)  supporting  documents  should  be  cancelled  when  paid  to  prevent  duplicate  processing." 

Tourism  and  Small  Business: 

"It  was  noted  that  the  quality  of  the  personnel  records  had  improved  significantly  since  the 
last  audit.  To  further  enhance  management  controls  in  the  payroll  area  it  is  suggested  that 
the  Accounting  Officer  periodically  review  the  payroll  register  and  participate  in  payroll 
distributions  as  required  by  the  Treasury  Department's  Manual  of  Financial  Administration. 
In  the  absence  of  the  administrative  secretary,  payroll  cheques  should  not  be  distributed  by 
the  personnel  clerk  or  other  staff  whose  responsibilities  involve  the  preparation  of  payroll 
input  data.  Satisfactory  internal  control  cannot  be  achieved  unless  employees  responsible 
for  the  distribution  of  payroll  cheques  have  no  duties  which  involve  them  in  payroll  data 
preparation.  One  instance  was  observed  of  an  overpayment  to  a  wage  employee.  To  ensure 
the  accuracy  of  amounts  paid  to  employees,  responsible  supervisors  should  review  all  time 
reports  thoroughly." 

Transportation: 

"My  management  report  dated  February  2,  1979  noted  that  the  Department's  practice 
whereby  payroll  cheques  where  distributed  by  Personnel  section  staff,  who  were  also 
involved  in  the  preparation  of  payroll  data,  was  contrary  to  the  guidelines  contained  in  the 
Treasury  Department's  Manual  of  Financial  Administration.  This  Office  acknowledges  that 
the  circumstances  existing  in  some  areas  within  the  Department  of  Transportation  render 
adherence  to  the  Manual  difficult  to  achieve.  Nevertheless,  the  principle  of  internal  control 
remains  that  unless  payroll  data  preparation  and  payroll  cheque  distribution  are  adequately 
segregated,  the  potential  exists  for  an  employee  to  faudulently  instigate  and  obtain  payroll 
cheques  unless  compensating  controls  are  operative. 

Your  memorandum  dated  November  26,  1979  noted  that  with  the  assistance  of  the  Con- 
troller's Office,  the  Department  was  reviewing  procedures  in  this  area.  At  the  time  of  this 
audit,  however,  it  appeared  that  the  matter  had  not  been  resolved.  It  is  suggested  that  the 
Department  continue  to  pursue  this  matter  with  the  Controller's  Office,  and  if  possible, 
obtain  a  written  dispensation  exempting  certain  types  of  payroll  from  the  control  require- 
ments contained  in  section  7.3.7  of  the  Manual  of  Financial  Administration. 

If  such  a  dispensation  is  obtained,  a  compensating  control  which  might  be  considered 
would  be  for  an  Accounting  Officer  to  periodically  review  the  payroll  register  and  participate 
in  the  distribution  of  payroll  cheques  to  a  selected  sample  of  employees." 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  27)  repeated  below.  The  Provincial  Treasurer  responded 
to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated  that  departments  will  be  encouraged  to  consult 
the  Office  of  the  Controller  to  establish  appropriate  alternative  controls  where  compliance  with 
guidelines  prescribed  in  the  Manual  of  Financial  Administration  is  not  feasible  or  appropriate. 

Since  it  is  not  clear,  at  this  time,  what  form  this  encouragement  will  take,  this  recommendation 
is  repeated: 

Recommendation:  (No.  20)  (1978-79:  No.  27) 

It  is  recommended  that,  where  necessary  and  appropriate,  greater  efforts  be  made  to  achieve 
full  compliance  with  the  internal  control  guidelines  relating  to  payroll  processing  and  distri- 
bution contained  in  section  7.3  of  the  Treasury  Department's  Manual  of  Financial  Administra- 
tion, and  that  where  circumstances  exist  which  render  compliance  with  the  guidelines 


25 


unreasonable,  formal  dispensation  be  obtained  from  the  Office  of  the  Controller.  Before  grant- 
ing such  formal  dispensation,  the  Office  of  the  Controller  should  establish  and  ensure  com- 
pliance with  alternative  compensating  controls  which  are  appropriate  in  the  circumstances. 


2.3.6     PROFESSIONAL  AND  OTHER  MANPOWER  SERVICE  CONTRACTS 

During  the  1978-79  fiscal  year,  the  Audit  Office  began  a  special  examination  of  contract  admin- 
istration procedures  in  use  by  departments  to  determine  if  such  procedures  provided  adequate 
control  of  both  the  services  acquired  and  the  cost  of  those  services.  Item  4.3.4  of  the  Auditor 
General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  outlined  a  number  of 
matters  which  were  of  particular  concern  to  the  Audit  Office  when  examining  departmental 
contract  administration  procedures.  As  indicated  in  that  report,  the  Audit  Office  continued  its 
examination  of  management  controls  during  the  1979-80  fiscal  year. 

The  matters  of  particular  audit  concern  referred  to  above  and  the  findings  of  the  audit  ex- 
amination were  as  follows: 

(a)  "Were  contracts  entered  into  under  proper  authority  and  was  the  source  of  the  authority 
stated  in  the  contracts?" 

Instances  were  noted  in  which  officials  had  executed  contracts  on  behalf  of  the  minister 
where  either  they  were  not  empowered  to  do  so,  or  where  documentation  did  not  exist 
to  evidence  that  authority  to  do  so  had  been  delegated. 

(b)  "Were  reasonable  selection  procedures  utilized  to  obtain  the  most  appropriate,  advanta- 
geous and  economical  tenders  from  prospective  contractors?" 

Several  departments  could  not  provide  documentary  evidence  that  a  reasonable  number 
of  prospective  contractors  had  been  requested  to  submit  proposals.  The  conventional 
method  of  selecting  contractors  on  the  basis  of  competitive  tendering  was  not  always 
used,  nor  was  authority  or  explanation  found  for  not  observing  this  practice. 

(c)  "Were  procedures  in  existence,  seen  to  be  in  existence,  and  supported  by  appropriate 
documentary  evidence  for  the  equitable  review  and  evaluation  of  alternative  tenders,  and 
the  awarding  of  contracts?" 

In  the  departments  visited,  it  was  found  generally  that  adequate  documentation  was  not 
available  to  evidence  the  prospective  contractors'  tenders,  the  criteria  used  to  evaluate 
tenders,  the  recommendations  of  departmental  officials  required  to  determine  the  most 
suitable  tender  and  the  rationale  employed  by  the  official  who  awarded  the  contract.  In 
some  instances,  departmental  officials  appeared  unaware  that  absence  of  such  records 
may  leave  them  in  an  indefensible  position  against  allegations  of  patronage  orfavoritism. 

(d)  "Were  contracts  drafted  in  a  manner  which  could  reasonably  be  expected  to  provide  for 
eventualities  likely  to  be  encountered  during  the  course  of  the  contract?" 

In  departments  examined,  the  Audit  Office  found  that  all  agreements  did  not  fully  address 
certain  matters  likely  to  be  encountered  during  the  course  of  the  contract,  particularly 
with  regard  to  the  following: 

—  payment  terms  were  not  sufficiently  clear  or  precise, 

—  obligations  of  contracting  parties  were  stated  incompletely, 

—  start  and  completion  dates  for  the  services  to  be  performed  were  not  stated, 

—  specifications  of  the  services  were  either  ill  defined,  vague,  or  incomplete, 

—  insurance  coverage  requirements  for  risks  likely  to  be  encountered  were  not  specified, 

—  methods  of  terminating  contracts  for  reasonable  cause  were  not  defined, 

—  methods  of  effecting  changes  to  contract  terms  and  the  addresses  of  the  respective 
parties  to  which  written  records  of  change  or  notice  should  be  delivered,  were  not 
specified. 
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(e)  "Did  the  contract  identify  the  departmental  officials  responsible  for  accepting  services, 
approving  payments  and  authorizing  changes  in  the  terms  of  the  contract?  Similarly,  did  it 
name  the  contractor's  authorized  representative?" 

The  examination  revealed  that  generally,  contracts  did  not  identify  the  contracting  par- 
ties' officials  responsible  for  the  above  mentioned  functions.  Consequently,  the  Audit 
Office  was  often  unable  to  ascertain  whether  services  were  accepted  and  payments  were 
approved  by  persons  authorized  to  perform  those  functions. 

The  examination  also  revealed  that  in  some  instances  contract  changes  were  not  evi- 
denced in  writing.  Where  changes  were  evidenced  in  writing,  there  was  no  evidence  of 
formal  acceptance  by  all  parties  to  the  contract. 

(f)  "Were  procedures  in  existence  to  provide  for  adequate  review  and  authorization  of  cost 
over-run  claims  or  similar  changes  to  a  contract's  price  or  conditions?" 

In  three  departments  examined,  instances  were  observed  where  payments  to  contractors 
either  did  not  conform  to  the  payment  terms  or  were  in  excess  of  the  agreed  amount. 
No  procedures  were  in  place  requiring  that  the  contract  be  amended  to  reflect  the  new 
price,  and  that  the  amendment  be  authorized  and  executed  by  a  person  having  the 
required  authority. 

(g)  "Were  adequate  procedures  in  existence  to  ensure  proper  inspection  by  departmental 
officials  of  services  provided  and  the  formal  release  of  all  parties  to  contracts?" 

For  all  contracts  examined,  departments  failed  to  issue  clear  declarations  that  all  services 
had  been  fully  and  properly  received  and  that  all  contractual  obligations  had  been  sat- 
isfied. Departmental  officials  appeared  to  assume  that  the  final  payment  indicated  to  the 
contractor  that  the  contract  was  concluded. 

During  an  examination  of  contract  expenditures  the  Audit  Office  expects  to  find  records  or 
documentation  to  evidence,  inter  alia,  that  there  was  a  need  for  the  specific  services,  that  the 
services  were  delivered  as  required  by  a  competent  contractor  and  that  they  were  obtained  at 
the  most  economic  cost.  Departmental  officials  authorized  to  order,  receive  and  evaluate  con- 
tract services  must  be  responsible  for  ensuring  that  adequate  documentation  is  prepared  and 
retained.  Furthermore,  each  department  should  have  procedures  in  place  to  effectively  control 
all  the  steps  to  be  followed  in  contract  procurement. 

As  a  result  of  this  series  of  examinations  the  Audit  Office  concluded  that  Government  de- 
partments could  not  demonstrate  with  records  and  documentation  that  they  were  effectively 
managing  and  controlling  contract  expenditures. 

At  the  conclusion  of  each  examination  the  Audit  Office  formally  communicated  its  findings 
and  recommendations  to  management  of  the  department.  These  recommendations  were  ac- 
cepted and  assurances  were  received  from  management  that  steps  have  been,  or  are  being 
taken  to  implement  standards  and  procedures  to  improve  the  administration  of  contracts. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  28)  repeated  below.  The  Provincial  Treasurer  responded 
to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated: 

"The  Office  of  the  Controller  has  identified  those  contract  terms  of  a  financial  nature  which 
relate  to  section  36  of  the  (Financial  Administration)  Act  and  will  be  preparing  amendments 
to  the  Accounting  and  Financial  Control  Manual. 

The  contract  terms  which  relate  to  section  79(1 )  of  a  more  general  management  nature  are 
being  reviewed  with  affected  departments." 

In  view  of  the  pervasiveness  of  problems  revealed  by  the  Audit  Office  examinations  as  outlined 
in  this  sub-section,  and  since  the  effectiveness  of  the  action  taken,  and  to  be  taken,  by  the 
Office  of  the  Controller  has  not  been  evaluated,  the  recommendation  is  repeated  hereunder: 
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Recommendation:  (No.  21) 


It  is  recommended  that  under  the  powers  granted  by  section  79(1)  of  The  Financial  Adminis- 
tration Act,  1977,  the  Treasury  Board  issue  comprehensive  directives  governing  standards  of 
contract  administration  to  be  observed  when  contracts  are  entered  into  by  or  on  behalf  of  the 
Crown  or  a  Provincial  agency.  Those  directives  should  not  be  restricted  to  professional  and 
other  manpower  service  contracts,  but  should  cover: 

(i)  the  rendering  of  all  services  and 

(ii)  the  buying  or  selling  of  goods 

by  or  to  the  Crown  or  a  Provincial  agency. 

2.3.7     PUBLIC  COLLEGES 

The  public  college  system  in  Alberta,  which  operates  under  the  authority  of  The  Colleges  Act, 
Chapter  56,  Revised  Statutes  of  Alberta  1970,  comprises  ten  colleges,  each  administered  by 
an  independent  Board  of  Governors.  Financial  support  for  these  colleges  is  provided  primarily 
through  operating  and  capital  grants  from  the  Province,  and  programs  are  coordinated  under 
policies  administered  by  the  Minister  of  Advanced  Education  and  Manpower.  The  Provincial 
Auditor  became  the  auditor  of  the  then  six  public  colleges  for  the  year  ended  June  30,  1977 
and  with  the  passing  of  The  Auditor  General  Act,  the  Auditor  General  was  appointed  auditor 
of  all  public  colleges,  including  four  new  colleges  established  by  Order  in  Council  during  1978. 
Audits  of  the  four  new  colleges  are  performed  by  Audit  Office  staff,  while  firms  of  Chartered 
Accountants  acting  as  agents  of  the  Auditor  General,  perform  the  remaining  six  audits. 

The  colleges,  with  1979  revenues  of  $62,039,000  (including  $47,045,000  of  operating  grants 
from  the  Province)  and  expenditures  of  $61,012,000,  represent  a  significant  segment  of  post 
secondary  education  in  Alberta.  Capital  grants  to  the  colleges  for  1979  totalled  over  $15,000,000. 
For  the  year  ended  June  30,  1979,  the  colleges  provided  courses  to  nearly  13,000  students 
through  the  efforts  of  more  than  2,350  staff. 

The  college  boards,  the  Department  of  Advanced  Education  and  Manpower  and  the  Audit 
Office  have  worked  together  in  attempting  to  improve  systems  of  internal  control  and  to  provide 
more  informative  and  consistent  financial  statement  disclosure.  Resulting  from  this  co-oper- 
ative effort,  significant  internal  control  improvements  have  been  made  and  some  inconsistent 
or  inappropriate  accounting  policies  and  reporting  practices  have  been  eliminated.  However, 
the  following  systems  weaknesses  and  deficiencies  were  noted  during  public  college  audits 
for  the  year  ended  June  30,  1979: 

Fixed  Assets 

The  colleges,  which  collectively  administer  fixed  assets  valued  at  approximately  $133,000,000, 
generally  lack  appropriate  systems  to  ensure  that  these  assets  have  been  adequately  accounted 
for  and  safeguarded.  In  addition,  policies  for  the  capitalization  and  recording  of  fixed  assets 
are  not  consistent  among  the  colleges.  For  the  four  new  colleges,  these  problems  are  com- 
pounded by  uncertainty  with  respect  to  the  transfer  of  fixed  assets  from  the  Departments  of 
Advanced  Education  and  Manpower  and  Housing  and  Public  Works.  The  Departments  have 
not  decided  which  land  and  buildings  are  to  be  transferred  to  the  colleges  or  the  effective  date 
of  such  a  transfer.  In  addition,  neither  the  colleges  nor  the  Department  of  Advanced  Education 
and  Manpower  have  determined  the  specific  assets  or  the  value  thereof  transferred  to  the 
colleges  on  April  1 ,  1 978.  Because  of  this  uncertainty,  the  colleges  have  not  implemented  fixed 
asset  systems  as  recommended  by  the  Audit  Office. 

The  financial  statements  of  the  four  colleges  do  not  disclose  the  value  of  assets  transferred, 
although  this  amount  would  normally  be  the  single  most  significant  balance  sheet  item.  A 
qualification  in  the  Auditor  General's  report  on  the  financial  statements  of  these  colleges  calls 
attention  to  this  serious  omission. 

Recommendation:  (No.  22) 

It  is  recommended  that  management  of  all  Public  Colleges,  excepting  those  which  have  already 
done  so,  implement  and  document  procedures  to  account  for  and  safeguard  all  fixed  assets 
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under  their  custodianship.  The  design  of  such  procedures  should  be  co-ordinated  between  the 
colleges  and  the  Department  of  Advanced  Education  and  Manpower.  It  is  considered  that  the 
Department  should  act  quickly  to  resolve  uncertainties  related  to  the  transfer  of  assets  to  the 
new  colleges  (see  also  recommendation  No.  5  relating  to  fixed  asset  systems). 

Segregation  of  Duties 

Each  college  has  a  relatively  small  number  of  staff  involved  in  accounting  functions.  Accord- 
ingly, it  must  be  acknowledged  that  scope  is  limited  for  designing  internal  control  systems 
which  incorporate  completely  effective  segregation  of  incompatible  duties. 

The  Audit  Office  has  identified  areas  where  clearly  incompatible  duties  have  been  performed 
by  the  same  employee,  and  in  some  cases  management  has  revised  staff  assignments  to 
resolve  the  problem.  It  is  recognized,  however,  that  further  segregation  is  generally  difficult 
due  to  the  small  number  of  staff  positions. 

In  situations  of  this  kind,  it  is  important  that  management  seek  continually  to  maximize  the 
effectiveness  of  its  internal  control  systems.  Efforts  must  be  made  to  attract  and  retain  suitably 
qualified  accounting  staff,  whose  duties  and  work  must  be  subject  to  regular  review  and 
supervision  by  senior  management. 

Recommendation:  (No.  23) 

It  is  recommended  that  the  Public  Colleges  ensure  that  adequate  time  and  resources  are 
directed  to  the  establishment  and  maintenance  of  accounting  records  and  a  comprehensive 
system  of  internal  control  and  that  management  continue  to  monitor  areas  where  incompatible 
duties  are  not  properly  segregated. 

Revenue  and  Cash  Receipts 

Although  more  than  three-quarters  of  the  colleges'  operating  revenue  is  received  as  grants 
from  the  Province,  revenues  from  fees,  rentals,  interest  and  other  sources  are  nonetheless 
significant  in  amount.  In  most  of  the  colleges,  deficiencies  were  observed  in  the  systems 
controlling  such  revenues.  Common  deficiencies  included:  delays  both  in  the  deposit  of  cash 
receipts  and  reconciling  receipts  and  deposits;  lack  of  follow-up  of  long  overdue  accounts; 
inadequate  control  over  decentralized  revenue  sources  and  ineffective  management  supervi- 
sion. In  at  least  one  situation,  an  apparent  cash  shortage  resulted  from  control  deficiencies 
(see  sub-section  2.2.5  of  this  report). 

Recommendation:  (No.  24) 

It  is  recommended  that  the  Public  Colleges,  excepting  those  which  have  already  done  so, 
design,  document  and  implement  suitable  control  systems  for  the  generation,  collection  and 
recording  of  all  revenues.  The  systems  should  provide  reports  designed  to  support  effective 
supervision  by  management. 

Financial  Reserves 

The  boards  of  several  colleges  have  identified  future  special  financial  requirements  and  have 
established  reserves  to  meet  such  requirements  by  appropriating  amounts  from  their  annual 
operating  surplus.  While  this  practice  appears  to  be  within  the  powers  granted  under  The 
Colleges  Act,  there  is  concern  about  the  effect  upon  the  legislative  authority  exercised  by  the 
Minister  through  the  approval  process  for  capital  and  operating  budgets  for  each  college.  It 
is  presently  not  clear  if  ministerial  approval  is  required  to  establish  reserves  or  to  make  ex- 
penditures from  reserves. 

Recommendation:  (No.  25) 

It  is  recommended  that  the  Minister  of  Advanced  Education  and  Manpower  clarify  the  require- 
ments for  the  approval  of  and  expenditure  from  financial  reserves  established  by  Public  Col- 
leges and  consult  with  the  Colleges  in  order  to  establish  broad  guidelines  related  to  the  nature 
of  acceptable  reserve  funds. 
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Inappropriate  Accounting  Policies 


Fixed  Assets 


Accounting  policies  for  the  capitalization  and  recording  of  fixed  assets  are  not  consistent 
between  colleges.  Individual  college  boards  have  adopted  fixed  asset  accounting  policies  which 
meet  their  own  operating  requirements.  Such  policies  can  materially  affect  reported  asset 
values,  as  well  as  the  apportionment  of  available  capital  grants.  Some  policies  relating  to  the 
capitalization  of  maintenance  and  renovation  costs,  library  books  and  items  costing  less  than 
$100  may  be  inappropriate  inasmuch  as  they  are  not  in  accordance  with  generally  accepted 
accounting  principles. 

Recommendation:  (No.  26) 

It  is  recommended  that  the  Public  Colleges  establish  accounting  policies  for  the  capitalization 
and  recording  of  fixed  assets  that  are  appropriate  for  their  purposes  and  consistent  within  the 
college  system.  In  establishing  such  policies  the  colleges  should  consider  the  impact  and 
relevance  of  generally  accepted  accounting  principles,  and  broad  guidelines  should  be  devel- 
oped in  conjunction  with  the  Department  of  Advanced  Education  and  Manpower. 

Recording  of  Commitments 

Some  colleges  had  adopted  the  practice  of  including  estimated  outstanding  purchase  orders 
as  accounts  payable  in  their  financial  statements  at  fiscal  year-ends.  In  the  financial  statements 
of  these  colleges  at  June  30,  1979  this  practice  was  shown  as  a  departure  from  generally 
accepted  accounting  principles  and  was  described  in  the  notes  to  the  financial  statements  as 
a  disclosed  basis  of  accounting.  It  was  subsequently  decided  that  this  was  not  an  appropriate 
accounting  policy  with  the  result  that  it  was  discontinued  by  all  except  two  of  the  colleges.  A 
reservation  was  therefore  included  in  the  auditor's  report  on  the  financial  statements  of  these 
two  colleges  for  the  year  ended  June  30,  1980. 

Recommendation:  (No.  27) 

It  is  recommended  that  those  Public  Colleges  recording  outstanding  purchase  order  commit- 
ments as  current  liabilities  in  their  annual  financial  statements  should  change  their  accounting 
policy  related  thereto  and  refrain  from  reporting  such  amounts  as  liabilities  and  expenditures 
of  the  year. 

2.3.8     RECONCILIATION  OF  BANK  ACCOUNTS 

It  is  a  cardinal  principle  of  financial  control  that  bank  accounts  should  be  reconciled  both 
regularly  and  promptly.  In  practice,  this  usually  means  at  least  monthly.  It  is  also  desirable 
that  bank  reconciliations  be  prepared  and  approved  by  individuals  whose  duties  do  not  involve 
the  handling  and  preparation  of  bank  deposits  or  the  custody  and  signing  of  cheques. 

Where  the  above  procedures  are  not  in  effect,  opportunities  exist  for  an  individual  to  conceal 
misappropriated  bank  deposits  or  the  payment  of  fraudulently  presented  cheques.  Even  where 
bank  reconciliations  are  prepared  by  an  appropriately  independent  individual,  similar  frauds 
or  irregularities  may  be  perpetrated  for  extended  periods,  thereby  diminishing  chances  of 
recovery,  unless  bank  reconciliations  are  prepared  promptly. 

The  Audit  Office  is  not  aware  of  any  fraud  arising  from  control  deficiencies  of  this  nature. 
However,  a  number  of  instances  were  noted  during  the  1979-80  fiscal  year  where  branches 
and  agencies  were  reconciling  bank  accounts  many  months  late,  and/or  where  poor  segregation 
of  bank  account  related  functions  created  potential  for  fraud. 

Recommendation:  (No.  28) 

It  is  recommended  that  the  guidelines  for  the  financial  control  of  bank  accounts  contained  in 
chapter  9,  section  1.3  of  the  Treasury  Department's  Manual  of  Financial  Administration  be 
expanded  to  stress  the  importance  of  prompt  bank  reconciliation  preparation,  and  to  provide 
guidelines  for  the  establishment  of  adequate  internal  control  procedures  in  connection  with 
the  operation  of  bank  accounts.  Similarly,  those  agencies  exempted  from  the  application  of 
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the  Manual  by  section  2(5)  of  The  Financial  Administration  Act,  1977,  where  they  have  not  done 
so  already,  should  establish  systems  to  ensure  prompt  bank  reconciliation  preparation  and 
adequate  segregation  of  related  staff  functions. 

2.3.9     SALARY  PAYROLL 

The  Province's  central  salary  payroll  system  processes  the  remuneration  of  approximately 
30,000  public  employees.  To  some  extent,  the  system  is  unavoidably  complex  since  it  must 
accommodate  the  salary  calculation  and  withholding  (both  statutory  and  elective)  requirements 
of  people  employed  in  a  wide  variety  of  professions,  trades  and  occupations  pursuant  to 
numerous  regulations,  agreements  and  procedural  instructions. 

Although  The  Public  Service  Act  is  administered  by  the  Public  Service  Commissioner,  the 
central  salary  payroll  system  is  administered  by  the  Office  of  the  Controller  using  the  computing 
facilities  of  the  Department  of  Government  Services.  Government  departments  and  agencies 
using  the  central  salary  payroll  system  are,  in  addition  to  being  responsible  for  originating 
much  of  the  data  necessary  to  initiate  and  change  earnings  and  withholdings,  also  required 
to  provide  information  for  preparation  of  computer  files  and  reports  for  financial,  budgetary 
and  management  information  purposes.  Accordingly,  departments  using  the  central  salary 
payroll  system  are  required  to: 

—  prepare  and  submit  accurate  and  authorized  payroll  documentation  to  be  processed  on  the 
system. 

—  ensure  that  employees  are  remunerated  in  accordance  with  the  appropriate  regulations, 
agreements  and  terms  of  employment. 

—  ensure  that  processed  payroll  information  (including  cheques)  is  accurate  and  complete. 

—  maintain  personnel  files  and  other  records  to  support  all  payroll  payments  and  deductions. 

An  Audit  Office  examination  of  a  sample  of  central  payroll  system  transactions  and  records 
in  all  departments  of  government  revealed  that  the  quality  of  clerical  functions  performed 
varied  substantially  from  one  department  to  another.  The  sample  used  was  considered  rep- 
resentative of  all  salary  payments  processed  by  the  system. 

The  examination  revealed  an  unacceptably  high  error  or  deficiency  rate.  In  this  context,  an 
error  or  deficiency  was  defined  as  any  non-compliance  with  prevailing  regulations,  agreements 
or  instructions,  or,  failure  to  maintain  peripheral  records  to  evidence  and  authenticate  earnings 
and  withholdings,  or,  payment  or  withholding  of  incorrect  amounts. 

Errors  and  deficiencies  detected,  arranged  in  order  of  highest  incidence,  were  as  follows: 

—  Documentary  evidence  to  support  appropriate  payments  and  withholdings  on  employees' 
personal  files  was  found  to  be  absent  or  incomplete.  These  files  are  required  to  be  main- 
tained in  accordance  with  employment  agreements  and  regulations. 

—  Inaccuracies  in  records  maintained  to  control  vacation  entitlements,  casual  sickness  and 
other  temporary  absences. 

—  Overpayments  in  employer's  contributions  to  the  Health  Care  Insurance  Fund. 

—  Clerical  errors  in  the  preparation  of  payroll  change  documents  resulting  in  over/underpay- 
ments of  salaries  or  over/underdeductions  of  withholdings. 

—  Lack  of  attendance  or  absence  reports. 

—  Failure  to  interpret  correctly  the  regulations  concerning  deferral  of  outstanding  vacation 
entitlements. 

—  Failure  to  obtain  proper  approval  for  payment  of  overtime  and  deduction  for  absences. 

—  Overdeduction  of  dues  to  the  Alberta  Union  of  Public  Employees. 

—  Incorrect  coding  of  expenditures. 

In  addition  to  the  afore-mentioned  examination  of  salary  payroll  system  transactions,  the  Audit 
Office  performed  a  special  review  of  pension  contributions  deducted  pursuant  to  The  Public 
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Service  Pension  Act  and  The  Public  Service  Management  Pension  Act  during  the  1979  calendar 
year.  The  review  revealed  several  hundred  overdeductions  and  underdeductions  of  pension 
contributions  and,  in  some  instances,  these  were  of  a  continuous  nature  and  had  persisted  for 
a  number  of  years.  It  appeared  that  these  incorrect  pension  contribution  deductions  were 
attributable  to  a  combination  of: 

—  failure  by  the  Government  Pension  Board  to  define  clearly  earnings  on  which  pension 
contributions  should  be  calculated. 

—  inconsistent  application  of  the  rules  governing  determination  of  the  earnings  on  which 
pension  contributions  should  be  calculated. 

—  inflexibilities  in  the  computer  system  which  required  certain  types  of  non-eligible  earnings 
to  be  combined  for  processing  purposes  with  eligible  earnings,  thereby  resulting  in  pension 
contributions  being  calculated  on  an  incorrect  amount.  (In  October  1979,  the  Treasury 
Department  and  the  Department  of  Government  Services  implemented  improved  payroll 
processing  procedures  which,  inter  alia,  reduced  the  potential  for  this  problem  by  providing 
additional  salary  classification  codes.) 

—  inadequate  checking  and  monitoring  systems  in  employing  departments  which  failed  to 
ensure  that  pension  contributions  were  deducted  correctly. 

It  would  appear  that  the  high  incidence  of  clerical  error,  which  caused  problems  in  connection 
with  the  operation  of  the  Government's  central  salary  payroll  system,  was  attributable  to 
inadequate  procedural  and  instructional  documentation  together  with  poorly  trained  staff.  The 
current  instructional  documentation  is  fragmented,  since  it  is  issued  by  several  different  agen- 
cies, and  does  not  cover  all  situations  and  eventualities.  The  unsatisfactory  clerical  performance 
in  departments  using  the  system  appears  often  to  be  due  to  high  rates  of  staff  turnover  and 
inadequate  staff  training  and  supervision.  In  this  regard,  it  was  noted  that  during  the  year 
under  review,  staff  turnover  in  the  payroll  sections  of  eleven  of  the  nineteen  largest  departments 
exceeded  60%,  and  in  two  of  these  departments  it  had  been  100%.  The  absence  of  compre- 
hensive instructional  documentation  contributed  to  the  difficulties  experienced  by  departments 
when  training  new  clerical  staff. 

Recommendations:  (No.  29  and  30) 

It  is  recommended,  in  order  to  improve  the  accuracy  and  authenticity  of  information  produced 
by  the  Province's  central  salary  payroll  system,  that  the  Office  of  the  Controller,  in  conjunction 
with  the  Personnel  Administration  Office,  ensure  that  departments  and  agencies  using  the 
system  are  provided  with  greatly  improved  and  more  comprehensive  procedural  and  staff 
training  documentation.  It  is  essential  that  this  documentation  be  issued  on  a  jointly  coordi- 
nated basis  by  the  Treasury  Department  and  the  Public  Service  Commissioner. 

It  is  recommended  that  the  Office  of  the  Controller,  in  conjunction  with  the  Government  Pension 
Board  and  the  Personnel  Administration  Office,  provide  departments  and  agencies  using  the 
Province's  central  salary  payroll  system  with  more  definitive  guidelines  for  determining  the 
eligibility  of  remuneration  for  pension  contribution  purposes  and  establish  procedures  to  en- 
sure compliance  with  such  guidelines. 

2.3.10  SECURITY  OVER  CENTRALLY  STORED  COMPUTER  DATA  AND  PROGRAMS 

The  Information  Services  Division  (ISD)  of  the  Department  of  Government  Services  operates 
the  central  electronic  data  processing  and  storage  facility  of  the  Government  of  Alberta.  ISD 
provides  computer  related  services  to  all  Government  departments,  revolving  funds  and  many 
Provincial  agencies.  The  amount  of  data  stored  in  ISD  computer  files  is  increasing  each  year. 
As  more  and  more  computer  terminals  and  communication  devices  become  available  outside 
of  the  central  facility,  the  risk  increases  that  they  may  be  used  to  gain  unauthorized  access  to 
centrally  stored  data  and  programs. 

Effective  April  1,  1979,  ISD  implemented,  and  made  available  to  all  computer  systems  users, 
a  data  and  program  security  system  called  Resource  Access  Control  Facility  (RACF).  This  system 
is  designed  to  prevent  unauthorized  access  to  computer  resources  by  requiring  a  sequence  of 
identification  codes  and  passwords  before  programs  can  be  used  or  data  obtained  or  changed. 
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It  also  records  and  reports  unauthorized  attempts  to  use  computer  systems,  as  well  as  au- 
thorized use  of  computer  resources. 

In  addition  to  RACF,  ISD  offers  other  methods  of  ensuring  the  privacy  and  security  of  centrally 
stored  data  and  programs.  These  methods  include  encryption  which  prevents  data  or  programs 
being  used  unless  the  correct  encrypting  algorithm  is  used. 

ISD  is  responsible  for  providing  and  administering  suitable  security  systems.  In  that  regard  it 
makes  available  data  and  program  security  systems  such  as  RACF.  Management  of  depart- 
ments and  Provincial  agencies  are  responsible  for  selecting  the  most  appropriate  security 
options  available  to  protect  their  data  and  programs  stored  at  the  central  facility. 

During  the  1979-80  fiscal  year,  the  Audit  Office  observed  many  instances  in  which  management 
of  departments  and  Provincial  agencies  appeared  unaware  that  it  had  primary  responsibility 
for  the  security  of  its  programs  and  data  stored  at  the  central  data  processing  facility.  In 
addition,  it  was  noted  that  data  and  program  security  in  some  departments  and  agencies  could 
have  been  improved  by  utilizing  appropriate  options  of  RACF  or  similar  security  systems. 

Recommendation:  (No.  31) 

It  is  recommended  that  management  of  departments  and  agencies,  which  use  the  Govern- 
ment's central  data  processing  and  storage  facility,  review  the  adequacy  of  their  data  and 
program  security  arrangements.  In  this  regard,  user  departments  and  agencies  must  accept 
responsibility  for  assessing  the  sensitivity  and  confidentiality  of  their  data  and  programs,  and 
selecting  the  most  appropriate  (including  cost-effective)  security  system  options. 

2.3.11   TRAVELLING  EXPENSES 

The  Auditor  General's  report  to  the  Legislative  Assembly  forthe  1978-79  fiscal  year  commented 
that  many  subsistence  and  travelling  expense  claims  submitted  by  public  employees  appeared 
not  to  be  within  the  spirit  of  the  regulation  which  states: 

"It  is  the  policy  of  the  Government  to  pay  personal  and  other  travelling  expenses  neces- 
sarily incurred  by  employees  in  the  performance  of  their  duties.  Employees  are  neither 
asked  to  subsidize  the  cost  of  Government  nor  invited  to  indulge  themselves  at  public 
expense." 

The  report  elaborated  upon  the  types  of  non-compliance  which  had  been  observed  and  made 
the  recommendation  (1978-79:  No.  24)  repeated  below.  The  Provincial  Treasurer  responded 
to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated  that  the  Treasury  Department's  Manual  of 
Financial  Administration  has  been  revised  to  recommend  improved  control  procedures.  Also 
that  departments  which  incur  considerable  travelling  expenses  have  improved  their  control 
procedures.  It  also  stated  that  the  Department  of  Government  Services,  Supply  Division,  is 
preparing  an  out-of-Province  travel  hotel  guide  for  use  by  departments,  which  should  be 
available  for  the  next  fiscal  year. 

In  September  1980,  section  6.5  of  the  Manual  of  Financial  Administration  was  amended  to 
suggest  that  departmental  officials  compare  actual  travel  costs  with  approved  estimated  costs, 
before  approving  claims  for  payment  and  that  significant  differences  be  referred  to  a  senior 
departmental  official  for  review. 

Since  insufficient  time  has  elapsed  to  enable  the  Audit  Office  to  evaluate  the  extent  to  which 
"departments  which  have  considerable  travelling  expenses  have  improved  their  control  pro- 
cedures", the  recommendation  is  repeated: 

Recommendation:  (No.  32)  (1978-79:  No.  24) 

It  is  recommended  that  those  departments  which  have  not  already  done  so,  should  develop 
and  implement  guidelines  and  supporting  procedures  which  reflect  the  Government's  stated 
policy  on  reimbursable  subsistence  and  travelling  expenses,  to  ensure  that  excessive  expend- 
itures of  public  funds  do  not  occur.  In  particular,  care  should  be  taken  to  acquaint  Government 
employees  with  the  practice  of  many  hotels  which,  when  requested,  allow  a  special  discounted 
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government  per  diem  rate.  Control  could  be  improved  by  the  maintenance  of  lists  of  approved 
hotels  in  locations  visited  regularly  by  employees  and  the  requirement  for  prior  approval  when 
hotels  other  than  those  on  the  list  are  to  be  used.  In  addition  it  is  suggested  that  costs  to  be 
incurred  on  major  trips  could  be  estimated  and  approved  in  advance,  and  subsequent  actual 
costs  compared  with  the  estimates.  Material  variances  between  estimate  and  cost  should  then 
be  subject  to  approval  by  a  senior  official  prior  to  payment.  It  is  important  that  expenditure 
officers  are  fully  aware  of  the  relevant  legislation,  regulations  and  guidelines  when  they  are 
examining  claims  for  reimbursement  of  travelling  expenses  prior  to  approval  for  payment. 

2.4       INAPPROPRIATE  ACCOUNTING  POLICIES  AND  INADEQUATE  DISCLOSURES 

(Reported  pursuant  to  section  19(3)(a)  of  The  Auditor  General  Act) 

2.4.1     DEEMED  ASSETS  —  ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 

The  Alberta  Heritage  Savings  Trust  Fund  Act  states  that  "investments  in  the  Capital  Projects 
Division  shall  be  deemed  to  be  assets  of  the  Trust  Fund  with  a  value  equal  to  the  amounts 
expended."  Accordingly,  the  annual  financial  statements  of  the  Alberta  Heritage  Savings  Trust 
Fund  are  prepared,  and  must  be  prepared,  on  that  basis. 

Note  2(i)  to  the  financial  statements  of  the  Trust  Fund  explains  this  fully  and  states  that  Capital 
Projects  Division  investments  (deemed  assets)  do  not  represent  assets  owned  by  the  Fund. 
Furthermore,  deemed  assets  are  segregated  from  the  other  assets  of  the  Trust  Fund  in  its 
balance  sheet  and  the  Trust  Fund  equity  is  allocated  likewise  between  net  assets  and  deemed 

assets. 

Despite  this  disclosure  in  the  financial  statements,  it  has  been  observed  that  many  people,  and 
particularly  the  media,  often  refer  to  the  total  value  of  the  Trust  Fund  using  a  figure  which 
includes  deemed  assets.  Accordingly  it  would  appear  that  adherence  to  the  legislation  creates 
potential  for  misunderstanding  the  underlying  substance  of  the  recorded  assets  of  the  Trust 
Fund. 

Expenditures  of  the  Capital  Projects  Division  consist  of  grants,  land  acquisition  and  develop- 
ment costs,  and  other  construction  costs.  If  the  accounting  policies  of  the  General  Revenue 
Fund  were  employed  by  the  Trust  Fund,  these  expenditures  would  not  be  capitalized.  In  the 
consolidated  financial  statements  of  the  Province  of  Alberta,  the  deemed  assets  of  the  Trust 
Fund  are  adjusted  to  an  accounting  basis  consistent  with  that  of  the  General  Revenue  Fund, 
and  are  written  off  in  their  entirety. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  following  recommendation. 

"It  is  recommended  that  consideration  be  given  to  amending  The  Alberta  Heritage  Savings 
Trust  Fund  Act  to  enable  accounting  treatment  of  the  amounts  expended  on  Capital  Projects 
to  be  accounted  for  in  the  financial  statements  of  the  Alberta  Heritage  Savings  Trust  Fund 
as  expenditure  and  not  as  assets  on  the  balance  sheet.  This  accounting  policy  would  not 
preclude  financial  information  disclosures  in  the  published  annual  or  quarterly  reports 
detailing  the  cumulative  amounts  expended  for  Capital  Projects". 

The  Provincial  Treasurer  responded  to  this  recommendation  in  a  report  tabled  before  the  Select 
Standing  Committee  on  Public  Accounts  in  October  1980.  That  response  rejected  the  recom- 
mendation stating  that  it  deals  with  a  question  of  public  policy  which  has  been  established  by 
statute.  The  Alberta  Heritage  Savings  Trust  Fund  Act,  section  6(5)(a)  requires  that  these  ex- 
penditures shall  be  deemed  to  be  assets  of  the  Trust  Fund. 

It  will  be  noted  that  the  effect  of  this  particular  statutory  provision  is  the  inclusion  on  the 
balance  sheet  of  the  Alberta  Heritage  Savings  Trust  Fund  of  expenditures  which  each  year  will 
increase  in  cumulative  value  thereby  creating  the  possibility  that  users  of  the  financial  state- 
ments will  seriously  misunderstand  the  value  of  the  Trust  Fund.  Although  the  Auditor  General 
is  concerned  that  the  resulting  financial  statement  presentation  may  appear  inappropriate,  he 
considers  that  having  brought  his  concerns  to  the  attention  of  the  Legislative  Assembly  he  has 
discharged  his  responsibility  under  section  19  of  The  Auditor  General  Act  with  regard  to  this 
matter.  Consequently  the  recommendation  relating  to  deemed  assets  is  not  repeated. 
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2.4.2     FIXED  ASSETS 


In  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  it  was 
observed  that  under  present  accounting  policies,  costs  incurred  in  the  acquisition,  construction 
or  leasing  of  premises  occupied  by  all  departments  of  government  are  charged  to  an  appro- 
priation of  the  Department  of  Housing  and  Public  Works.  No  rental  or  similar  charge  is  made 
to  the  occupying  departments  or  the  departmental  programs  which  benefit  thereby.  Similarly, 
no  rental  or  other  charge  is  made  to  or  reflected  in  the  financial  statements  of  revolving  or 
regulated  funds,  all  of  which  are  operated  from  premises  acquired  or  leased  by  the  Department 
of  Housing  and  Public  Works.  Furthermore,  some  Provincial  agencies  operate  from  premises 
owned  and/or  leased  by  themselves,  some  operate  from  premises  provided  at  no  charge  by 
the  Department  of  Housing  and  Public  Works,  while  others  operate  partly  from  premises  owned 
and/or  leased  by  themselves  and  partly  from  premises  provided  at  no  charge  by  the  Department 
of  Housing  and  Public  Works. 

Similarly  inconsistent  accounting  policies  exist  with  regard  to  certain  furniture,  fixtures  and 
equipment  in  premises  owned  or  leased  by  the  Department  of  Housing  and  Public  Works.  In 
certain  circumstances,  when  premises  are  first  occupied,  the  initial  furniture,  fixtures  and 
equipment  contained  therein  are  acquired  by  and  charged  to  an  appropriation  of  the  Depart- 
ment of  Housing  and  Public  Works.  Most  additions  thereto  are  acquired  by  and  charged  to  an 
appropriation  of  the  Department  of  Government  Services.  No  charge  is  made  to  the  department, 
or  its  programs,  which  has  the  use  of  the  furniture,  fixtures  and  equipment. 

It  must  be  readily  apparent  that  the  accounting  policies  outlined  above  contribute  to  significant 
distortions  in  the  financial  statements  of  all  revolving  funds,  most  regulated  funds  and  many 
Provincial  agencies,  since  the  statements  fail  to  reflect  many  of  the  costs  associated  with  the 
fixed  assets  from  which  the  entities  derive  benefits.  Similarly,  costs  of  this  nature  are  not 
included  in,  and  therefore  cause  understatement  of,  the  total  cost  of  delivery  of  individual 
departmental  programs. 

In  addition,  some  departments  purchase  fixed  assets  such  as  mobile  equipment  through  their 
annual  expenditure  appropriations.  Although  these  assets  have  useful  lives  extending  over 
several  years,  their  acquisition  costs  are  reflected  only  in  the  program  delivery  costs  of  the  year 
in  which  they  are  acquired. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  33)  repeated  below.  The  Provincial  Treasurer  responded  to 
this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated  that  this  recommendation  gives  rise  to  many 
important  policy  considerations  which  are  being  examined  in  detail. 

Recommendation:  (No.  33)  (1978-79:  No.  33) 

It  is  recommended  that  consideration  be  given  to  implementing  accounting  policies  to  ensure 
that  all  appropriate  fixed  asset-related  costs  are  charged  to  the  programs,  funds  and  Provincial 
agencies  which  derive  the  benefits  from  their  use.  It  is  suggested  that  achieving  this  objective 
may  be  facilitated  by  the  use  of  a  revolving  fund,  or  similar  vehicle,  which  could  acquire  and 
hold  fixed  assets  having  a  material  effect  on  future  Government  operations,  and  allocate  the 
appropriate  costs  to  programs,  funds  and  Provincial  agencies  on  a  usage  basis.  Moreover, 
consideration  should  be  given  to  requiring  budgetary  control  over  fixed  assets  acquired  by 
revolving  funds  to  be  similar  to  that  in  effect  for  departmental  programs. 

In  addition  to  the  above,  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978- 
79  fiscal  year  also  contained  the  following  recommendation  (1978-79:  No.  32) 

"It  is  recommended  that  where  assets  are  transferred  by  the  Province  or  Provincial  agencies 
to  other  Provincial  agencies  or  non-government  entities  at  below  fair  market  value,  the 
formal  authorization  for  the  transfer  should  be  acknowledged,  and  wherever  possible,  the 
fair  market  value  should  be  determined  or  estimated.  A  schedule  of  all  such  transactions 
should  then  be  included  in  the  financial  statements  of  the  transferor,  the  (government) 
transferee,  and  in  the  Public  Accounts  of  the  Province.  Similar  authorization,  recording  and 
disclosure  requirements  should  also  be  considered  in  instances  where  property  is  provided 
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by  the  Province  or  Provincial  agencies  for  the  use  of  other  Provincial  agencies  or  non- 
government entities  at  less  than  fair  market  rent  or  for  no  charge." 

This  matter  is  not  included  as  a  recommendation  in  this  report,  but  rather,  will  remain  in 
abeyance  pending  a  decision  by  the  Province  on  recommendation  No.  33  above.  Implementa- 
tion of  recommendation  No.  33  may  eliminate  much  of  the  perceived  need  for  the  disclosures 
suggested  in  recommendation  1978-79:  No. 32. 

2.4.3  ESTIMATES  FOR  CAPITAL  PROJECTS 

Major  capital  construction  or  development  projects  embarked  upon  by  the  Province  of  Alberta 
usually  involve  disbursements  of  funds  over  a  number  of  fiscal  years.  Once  such  projects  have 
commenced,  aside  from  any  scope  for  trimming  the  project  plan,  the  most  practical  course 
of  action  usually  is  to  continue  these  projects  through  to  completion.  In  such  circumstances, 
approval  of  funds  for  the  first  full  year  of  a  project  is  tantamount  to  a  commitment  to  complete 
the  entire  project. 

The  Province  of  Alberta  publishes  its  expenditure  estimates  annually.  These  estimates  are  the 
basis  upon  which  the  Legislative  Assembly  authorizes  annual  expenditure  appropriations  from 
the  General  Revenue  Fund  and  the  Alberta  Heritage  Savings  Trust  Fund. 

It  would  appear  appropriate  if,  in  addition  to  the  first  year's  estimated  costs,  the  estimated 
total  costs  to  completion  of  each  new  capital  project  (or  major  phase  of  a  project)  were  con- 
tained in  the  published  Estimates  of  Expenditure.  This  practice  would  provide  the  Legislative 
Assembly  with  information  concerning  the  full  extent  to  which  the  proposed  appropriations 
would  commit  the  Province,  rather  than  just  the  amount  to  be  disbursed  in  the  forthcoming 
fiscal  year.  In  ensuing  years,  revisions  to  original  project  estimates  could  be  disclosed  in  the 
estimates  together  with  the  accumulated  costs  incurred  on  the  project  and  the  balance  as  yet 
unexpended.  A  brief  description  of  the  scope  of  the  project  could  be  supplied  with  the  original 
project  estimates  and,  thereafter,  brief  details  of  changes  to  the  original  scope  which  resulted 
in  such  revisions  to  the  original  project  estimates. 

It  is  believed  that  increasing  the  budget  information  in  the  manner  described  above  would 
enhance  the  suitability  of  the  estimates  as  a  basis  for  controlling  disbursements  on  major 
capital  projects  at  both  the  legislative  and  executive  levels  of  Government. 

Recommendation:  (No.  34) 

It  is  recommended  that,  in  the  interests  of  improved  accountability  to  the  Legislative  Assembly 
and  more  effective  budgetary  control,  appropriation  bills  should  be  supported  by  more  exten- 
sive financial  information  on  major  capital  expenditure  projects.  This  information  should  in- 
clude details  of  the  original  estimated  costs  and  scope  of  each  project,  cost  and  scope  revisions, 
costs  incurred  to  the  end  of  the  previous  fiscal  year,  current  year  forecast,  expenditures  to  be 
appropriated  for  the  next  fiscal  year,  estimated  future  year  costs  to  completion  and  the  total 
estimated  cost  for  each  project.  This  recommendation  should  not  be  interpreted  as  suggesting 
that  the  Legislative  Assembly  should  approve  other  than  the  next  fiscal  year's  expenditures  on 
these  projects. 

2.4.4  PROGRAM  CHARGES  OFFSET  AGAINST  REVENUE 

The  normal  reporting  practice  of  the  General  Revenue  Fund  of  the  Province  requires  revenues 
and  expenditures  to  be  reported  separately.  In  some  instances,  however,  this  practice  is  not 
adhered  to  with  consequent  inconsistencies  in  the  reported  revenues  and  delivery  costs  of  the 
programs  concerned. 

The  Exploratory  Drilling  Incentive  program  and  the  Geophysical  Incentive  program  are  de- 
signed to  encourage  the  drilling  of  exploratory  oil  and  natural  gas  wells  and  exploration  surveys 

respectively. 

The  Exploratory  Drilling  Incentive  program  allows  credits  to  be  deducted  from  royalties  payable 
to  the  Province  under  The  Mines  and  Minerals  Act  and  The  Freehold  Mineral  Taxation  Act. 
Credits  deducted  from  royalty  revenue  under  the  program  during  the  1979-80  fiscal  year 
amounted  to  approximately  $93  million. 
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The  Geophysical  Incentive  program  also  allows  certain  credits  to  be  deducted  from  royalties 
payable  under  the  above  mentioned  Acts,  or  alternatively,  payment  of  a  cash  grant  where  the 
applicant  has  no  mineral  agreements.  During  the  1979-80  fiscal  year,  approximately  $6  million 
was  deducted  from  royalties  received  and  approximately  $2  million  was  disbursed  as  cash 
grants  under  the  Geophysical  Incentive  program. 

The  cost  of  the  two  above  mentioned  programs  is  the  aggregate  of  credits  deducted  from 
royalties  received,  and  cash  grants  paid.  In  the  financial  statements  of  the  General  Revenue 
Fund,  however,  only  the  cash  grants  are  disclosed  as  program  delivery  costs,  while  credits 
allowed  are  netted  against  royalty  revenue. 

In  a  similar  manner,  program  costs  relating  to  Renter  Assistance  credits,  Royalty  Tax  credits 
and  Taxation  Administration  fees  are  netted  against  Provincial  Income  Tax  revenues  in  the 
Public  Accounts  of  the  Province. 

Recommendations:  (No.  35  and  36) 

It  is  recommended  that,  in  the  interest  of  more  consistent  financial  presentation,  all  costs  in 
connection  with  the  delivery  of  the  Exploratory  Drilling  Incentive  and  the  Geophysical  Incentive 
programs  be  disclosed  as  expenditures  in  the  Public  Accounts  of  the  Province.  This  will  involve 
the  aggregation  of  credits  allowed  and  grants  paid  under  these  programs. 

It  is  also  recommended  that  consideration  be  given  to  applying  similar  financial  statement 
disclosure  requirements  in  other  instances  where  significant  program  costs  have  been  netted 
against  revenue.  For  example,  provincial  taxation  revenue  has  been  presented  net  of  Renter 
Assistance  credits,  Royalty  Tax  credits  and  Taxation  Administration  fees. 

2.4.5     UNFUNDED  PENSION  PLAN  LIABILITIES 

The  Audit  Office  subscribes  to  the  widely  held  view  that  a  pension  is  merely  a  different  form 
of  employee  compensation,  payment  of  which  is  deferred  until  after  the  employee's  retirement. 
Acceptance  of  this  principle  dictates  that  accounting  policies  and  reporting  practices  recognize 
liabilities  for  future  pension  benefits.  This  observation  concerns  only  the  accounting  policies 
considered  appropriate  in  the  circumstances;  it  is  not  a  recommendation  that  all  Government 
pension  plans  should  be  fully  funded.  Whether  or  not  to  fund  all  pension  obligations  is  a  matter 
of  Government  policy,  correctly  beyond  the  scope  of  this  report. 

The  accounting  policies  and  reporting  practices  of  the  General  Revenue  Fund  do  not  reflect 
the  above  principle.  Note  2  to  the  financial  statements  of  the  General  Revenue  Fund  states 
that  annual  contributions  to  and  payments  from  six  unfunded  pension  plans  operated  by  the 
Province  of  Alberta  are  credited  and  charged  respectively  to  the  Fund.  The  pension  plans  are 
therefore  on  a  current  cost  basis  and  no  liability  is  shown  in  the  financial  statements  in  respect 
of  present  or  future  benefits,  including  periodic  cost  of  living  adjustments,  payable  under  the 
pension  plan  Acts. 

In  addition  to  liabilities  under  the  six  above  mentioned  pension  plans,  Note  8  to  the  financial 
statements  of  the  General  Revenue  Fund  states  that  the  Province  of  Alberta  has  guaranteed 
payment  of  all  benefits  in  respect  of  a  partially  funded  pension  plan  operated  under  authority 
of  The  Teachers'  Retirement  Fund  Act. 

The  magnitude  of  the  Province's  liability  in  respect  of  the  unfunded  liabilities  of  these  seven 
pension  plans,  together  with  the  accounting  policies  considered  appropriate  in  the  circum- 
stances, are  considered  worthy  of  special  mention. 

In  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year,  an 
attempt  was  made  to  quantify  the  total  unfunded  liability  of  the  Province  from  all  pension 
plans.  Since  then,  actuarial  valuations  of  the  unfunded  liabilities  of  the  two  largest  plans  have 
been  performed.  Using  these  and  related  figures,  and  working  in  conjunction  with  the  Chairman 
of  the  Government  Pension  Board,  the  Treasury  Department  and  a  representative  of  the  ac- 
tuaries, the  Audit  Office  has  endeavoured  to  quantify,  more  accurately,  the  unfunded  pension 
plan  liabilities  at  March  31,  1980: 
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—  The  Local  Authorities  Pension  Act  plan 

—  The  Public  Service  Pension  Act  plan 

Actuarial  valuations  of  these  two  plans,  performed  as  at  April  1,  1979,  revealed  unfunded 
liabilities  of  $1,146,979,000  and  $972,809,000  respectively  (this  is  disclosed  in  Note  8  to  the 
financial  statements  of  the  General  Revenue  Fund).  Using  future  annual  projections  pro- 
vided by  the  actuaries,  the  total  estimated  unfunded  liability  under  these  two  plans  at  March 
31,  1980  amounts  to  $2,295,000,000. 

—  The  Public  Service  Management  Pension  Act  plan 

—  The  Universities  Academic  Pension  Act  plan 

—  The  Special  Forces  Pension  Act  plan 

An  informal  actuarial  valuation  of  the  Public  Service  Management  pension  plan  was  per- 
formed in  1976.  In  the  same  year,  actuarial  valuations  were  also  performed  on  the  then 
proposed  Universities  Academic  and  Special  Forces  pension  plans.  Applying  the  actuaries' 
recommended  annual  percentage  increments  over  the  intervening  years  to  March  31, 1980 
produces  an  estimated  total  unfunded  liability  for  the  three  plans  at  that  date  of 
$630,000,000. 

—  The  M.L.A.  Pension  Act  plan 

The  M.L.A.  pension  plan  has  not  been  valued  by  actuaries.  Since  this  is  a  relatively  small 
pension  plan,  it  is  probable  that  it  would  not  contribute  significantly  to  the  Province's  total 
unfunded  pension  plan  liability.  It  is  estimated  that  the  unfunded  liability  of  the  plan  at 
March  31,  1980  would  be  in  the  order  of  $10,000,000  to  $15,000,000. 

—  The  Teachers'  Retirement  Fund  Act  plan 

An  actuarial  valuation  of  this  plan  at  August  31,  1978  revealed  an  unfunded  liability  of 
$742,000,000.  Applying  the  actuaries'  recommended  annual  percentage  increments  over 
the  intervening  years  to  March  31,  1980  produces  an  estimated  unfunded  liability  for  the 
plan  at  that  date  of  $850,000,000.  It  should  be  noted,  however,  that  the  actuarial  assump- 
tions used  in  the  1978  valuation  of  this  plan  were  in  some  respects  different  from  those 
used  for  the  valuations  mentioned  in  the  preceding  paragraphs.  Although  not  quantified, 
it  is  believed  that  the  effect  on  the  total  unfunded  liability  projection,  of  using  these  alter- 
native actuarial  assumptions,  would  not  be  particularly  significant. 

Aggregating  the  estimates  in  the  preceding  paragraphs  indicates  that  at  March  31,  1980  the 
Province  of  Alberta's  unfunded  pension  plan  liability  was  approximately  $3.8  billion.  This 
compares  with  the  estimate  of  $4  billion  contained  in  the  Auditor  General's  report  for  the  1 978- 
79  fiscal  year  which  was  based  on  the  limited  information  available  at  that  time. 

Adoption  of  the  accounting  principle  suggested  in  the  opening  paragraph  of  this  sub-section 
would  require  the  unfunded  pension  liability  of  $3.8  billion  to  be  shown  as  a  liability  on  the 
balance  sheet  of  the  General  Revenue  Fund,  with  a  consequent  reduction  of  the  Fund's  net 
assets. 

In  response  to  recommendations  (1978-79:  Nos.  5  and  34)  relating  to  pension  plan  accounting 
policies  contained  in  the  Auditor  General's  report  for  the  1978-79  fiscal  year,  the  Provincial 
Treasurer  tabled  a  report  before  the  Select  Standing  Committee  on  Public  Accounts  in  October 
1980.  That  report  stated: 

"The  Government  has  announced  its  intention  to  establish  an  investment  fund  to  provide 
partial  funding  of  pension  plan  liabilities  and  to  remove  current  pensions  receipts  and 
disbursements  from  the  budgetary  accounts." 

This  announcement  was  made  by  the  Provincial  Treasurer  in  his  Budget  Address  on  April  2, 
1980.  The  Government  has  stated  that  in  the  1980-81  fiscal  year,  it  intends  to  transfer  the  sum  of 
$1.1  billion  from  the  General  Revenue  Fund  to  a  Pension  Fund  established  underthe  authority  of 
The  Pension  Fund  Act.  In  subsequent  fiscal  years  the  excess  of  pension  receipts  over  payments 
will  be  recovered  from  the  General  Revenue  Fund  by  transfer  to  the  proposed  Pension  Fund  on  a 
monthly  basis.  The  three  statutes  (the  Public  Service  Pension  Act,  the  Public  Service  Manage- 
ment Pension  Act  and  the  MLA  Pension  Act)  which  do  not  at  present  provide  for  employer 
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contributions,  will  be  amended  so  that  employer  contributions  will  be  paid  into  the  General 
Revenue  Fund  for  subsequent  transfer  into  the  proposed  Pension  Fund. 

The  proposed  partial  funding  of  pension  plan  liabilities  as  described  above  will  reduce  the 
Province's  unfunded  pension  liability  at  March  31,  1981  by  $1.1  billion  and  will  also  reduce  the 
growth  of  this  liability  in  subsequent  fiscal  years.  However,  the  large  unfunded  liability  at 
March  31,  1980,  together  with  the  normal  disparity  between  current  contributions  and  the 
present  value  of  related  future  benefits  magnified  during  times  of  inflation,  ensures  that  a 
substantial  unfunded  liability  will  be  a  continuing  feature. 

In  addition,  the  rising  value  of  future  benefits  relating  to  prior  service  of  members  of  the 
Teachers'  Retirement  Fund  plan  will  probably  continue  to  outstrip  the  rise  in  contributions 
received,  thereby  providing  the  Province  with  an  increasing  unfunded  liability. 

The  Auditor  General  acknowledges  the  steps  taken  by  Management  to  implement  the  rec- 
ommendations contained  in  his  1978-79  report  and,  in  light  of  the  Government's  announced 
intentions,  the  previous  recommendation  contained  therein  has  been  modified  to  read  as 
follows: 

Recommendation:  (No.  37)  (1978-79:  No.  34) 

It  is  recommended  that: 

(a)  The  Treasury  Department  continue  to: 

(i)  obtain  actuarial  valuations  for  all  pension  plans  under  its  administrative  responsibility 
and  to  have  actuarial  valuations  conducted  at  least  triennially  thereafter, 

(ii)  obtain  computer  produced  actuarial  valuation  projections  for  all  pension  plans,  which 
can  form  a  basis  for  annual  interim  valuations  of  each  plan. 

(b)  Consideration  be  given  to  obtaining  the  necessary  authorities  to  enable  the  Province  to 
reflect  the  remaining  unfunded  liability  arising  under  the  various  pension  plans  as  a  liability 
in  the  financial  statements  of  the  General  Revenue  Fund  and  the  Province.  This  could  be 
accomplished  by: 

(i)  creating  a  liability  in  the  financial  statements  of  the  General  Revenue  Fund  sufficient 
to  cover  the  unfunded  liability  (remaining  after  establishment  of  the  $1.1  billion)  for 
past  service  of  employees,  either  as  the  liability  becomes  known  or  on  a  deferred  basis 
over  a  planned  period  of  time, 

(ii)  thereafter  creating  a  liability  in  the  financial  statements  of  the  General  Revenue  Fund 
for  any  increase  in  the  remaining  unfunded  liability  as  revealed  by  successive  actuarial 
valuations  or  actuarial  projections,  again  allocating  this  sum  to  government  programs 
as  an  additional  manpower  cost. 

If  the  unfunded  liability  is  to  be  shown  as  a  liability  in  the  financial  statements  of  the 
General  Revenue  Fund  and  the  Province,  the  assumptions  used  in  arriving  at  the  valuations 
should  be  disclosed  in  the  financial  statements. 

2.5       UNCORRECTED  SYSTEMS  WEAKNESSES  AND  DEFICIENCIES  ORIGINALLY  DETECTED  IN  PRE- 
VIOUS YEARS 

2.5.1     ALBERTA  ENVIRONMENTAL  RESEARCH  TRUST 

The  Alberta  Environmental  Research  Trust  (the  "Trust")  is  a  provincial  corporation  governed 
by  a  board  of  trustees  consisting  of  the  Deputy  Minister  of  Environment  and  seven  other 
persons  appointed  by  the  Lieutenant  Governor  in  Council.  Annually  the  Trust  receives  and 
disburses  approximately  $350,000  for  the  purpose  of  provincial  expansion  of  applied  and 
fundamental  research  relative  to  environmental  improvement. 
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In  a  management  report  dated  February9, 1979,  following  an  auditfortheyearended  December 
31,  1978,  the  following  matter  was  brought  to  the  attention  of  the  Chairman  of  the  Board  of 

Trustees: 

"The  Financial  Administration  Act,  1977,  which  came  into  force  on  April  1,  1978,  defines 
the  Trust  as  a  Provincial  Agency,  and  accordingly,  it  is  subject  to  the  controls  on  expend- 
itures outlined  in  Part  4  of  the  Act.  An  application  to  exempt  the  Trust  from  these  provisions 
was  refused  by  the  Office  of  the  Controller  in  March  1978,  a  decision  which  was  formally 
confirmed  by  the  Provincial  Treasurer  in  May  1978.  It  was  noted  at  the  time  of  the  audit, 
however,  that  the  Trust  continued  to  operate  a  savings  and  a  current  account  at  an  Ed- 
monton Treasury  Branch.  It  is  recommended  that  the  Board  of  Trustees  instruct  the  Ad- 
ministrative Secretary  to  close  these  bank  accounts  in  accordance  with  the  Provincial 
Treasurer's  directive,  without  further  delay." 

The  above  matter  was  subject  to  report  to  the  Legislative  Assembly  under  section  19(2)(b)  of 
The  Auditor  General  Act.  Under  the  discretionary  powers  provided  by  section  25  of  the  Act, 
however,  the  above  matter  was  not  included  in  the  1978-79  Auditor  General's  Report  since  it 
was  considered  only  marginally  significant,  and  it  was  anticipated  that  the  bank  accounts  would 

be  closed. 

An  audit  of  the  Trust  conducted  to  December  31,  1979,  however,  revealed  that  both  bank 
accounts  were  still  in  use.  Moreover,  the  Administrative  Secretary  informed  the  Audit  Office 
that  the  Board  of  Trustees  had  instructed  him  not  to  close  the  accounts. 

In  a  management  report  to  the  Chairman  of  the  Board  of  Trustees  dated  January  29,  1980,  the 
Auditor  General  noted  that  the  recommendation  to  close  the  two  bank  accounts  contained  in 
his  previous  management  report  had  not  been  followed,  and  the  recommendation  was 
repeated. 

Recommendation :  (No.  38) 

It  is  recommended  that  the  Board  of  Trustees  of  the  Alberta  Environmental  Research  Trust 
instruct  the  Administrative  Secretary  to  close  the  two  bank  accounts  operated  by  the  Trust  at 
an  Edmonton  Treasury  Branch,  in  accordance  with  the  Provincial  Treasurer's  directive. 

2.5.2     DEPARTMENT  OF  ENERGY  AND  NATURAL  RESOURCES  —  MAIN  ACCOUNTS  RECEIVABLE 
SYSTEM 

During  the  1979-80  fiscal  year,  the  Department  of  Energy  and  Natural  Resources  administered 
revenue  totalling  approximately  $4,620  million.  The  bulk  of  this  revenue  comprised  oil  and  gas 
royalties,  bonus  payments  and  Crown  lease  rentals.  The  Department  collected  almost  300 
different  types  (codes)  of  revenue  and  maintained  in  excess  of  100,000  individual  accounts 
receivable.  At  March  31,  1980,  total  accounts  receivable  amounted  to  approximately  $380 
million. 

In  1976,  the  Department  commenced  design  and  development  of  a  computer-based  revenue/ 
accounts  receivable  system  to  be  called  the  Main  Accounts  Receivable  System  (MARS).  Among 
the  system's  many  objectives  were  that  it  should  produce  timely  and  accurate  financial  and 
management  information  and  reduce  significantly  the  Department's  operating  costs.  It  was 
originally  estimated  that  design  and  development  would  cost  $364,600,  while  operating  costs 
for  the  first  year  would  be  $95,800,  and  $78,300  for  ensuing  years. 

Between  May  1977,  when  an  Audit  Office  representative  became  a  member  of  the  project 
steering  committee,  and  May  1979  when  MARS  was  implemented,  the  Audit  Office  repeatedly 
expressed  reservations  relating  to  perceived  systems  and  procedural  inadequacies.  The  most 
significant  of  these  reservations  —  which  were  formally  communicated  to  both  the  Department 
of  Energy  and  Natural  Resources  and  the  Treasury  Department  —  were  as  follows: 

—  it  appeared  that  the  proposed  on-line  data  processing  feature  in  MARS  would  result  in  a 
system  which  was  more  expensive  and  complex  (both  to  develop  and  operate)  than  was 
necessary  to  satisfy  the  Department's  requirements. 

—  certain  costs  had  not  been  taken  into  account  in  the  cost  benefit  analysis. 
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—  various  aspects  of  the  data  conversion  process  were  not  clearly  defined. 

—  reconciliation  procedures  and  clerical  activities  surrounding  the  computer  during  the  data 
conversion  and  post  implementation  phases  were  ill-defined  or  inadequate. 

—  data  conversion  and  implementation  of  the  system  were  to  occur  in  a  matter  of  days  without 
the  advantages  of  parallel  testing  or  a  period  of  extensive  acceptance  testing. 

A  management  report  from  the  Auditor  General  dated  January  14,  1980,  covering  an  audit  for 
the  year  ended  March  31,  1979  (priorto  implementation  of  MARS),  commented  upon  a  general 
lack  of  adequate  and  timely  reconciliation  procedures  within  the  Department.  Specifically  it 
drew  attention  to  the  following  revenue  reconciliation  and  control  related  systems  inadequacies: 

—  monthly  revenue  reports  were  not  reconciled  with  cumulative  revenue  reports. 

—  reconciliations  of  Departmental  revenue  records  with  Treasury  Department  monthly  reve- 
nue reports  were  not  adequate. 

—  revenue  refunds  were  not  reconciled  to  the  Department's  accounts  receivable  ledger  or 
Treasury  Department  reports. 

—  reconciliation  of  the  accounts  receivable  ledger  to  its  control  accounts  and  the  MARS  con- 
version system  data  were  incomplete.  It  was  also  noted  that  these  records  did  not  reconcile 
with  the  MARS  data  base  at  April  30,  1979. 

—  incentive  credit  records  were  not  reconciled  with  the  records  of  the  operating  division  which 
created  the  credits. 

—  revenue  figures  contained  in  the  Department's  Annual  Report  did  not  agree  with  Treasury 
Department's  revenue  figures. 

The  Auditor  General's  management  report  also  noted  that  "No  year-end  trial  balances  for  trust 
accounts  and  accounts  receivable  were  available  for  the  year  ended  March  31,  1979"  and  that 
"There  was  a  general  lack  of  written  procedures  and  management  controls  in  the  accounting 
area". 

In  a  response  dated  February  11,  1980,  the  Deputy  Ministers  of  Energy  and  Natural  Resources 
indicated  that  all  reconciliation  related  inadequacies  identified  by  the  Audit  Office  had  been, 
or  were  in  the  process  of  being,  corrected.  They  also  stated  that  the  Department  was  obtaining 
consulting  services  to  assist  the  MARS  manager  in  developing  written  procedures  for  data 
entry,  accounts  receivable  and  revenue  control  areas,  to  ensure  the  best  possible  organization 
within  those  areas. 

The  systems  deficiencies  identified  in  the  management  report  dated  January  14,  1980  were 
subject  to  report  to  the  Legislative  Assembly  under  sub-section  19(2)(d)  of  The  Auditor  General 
Act.  Under  the  discretionary  powers  provided  by  section  19(5)  of  the  Act,  however,  they  were 
not  included  in  the  1978-79  Auditor  General's  report  since  assurances  had  been  received  that 
corrective  action  was  being  taken. 

On  May  13,  1979  the  data  conversion  file  was  processed  onto  the  MARS  data  base  and  pro- 
duction commenced.  During  the  early  months  of  operation,  many  problems  were  experienced 
with  MARS.  For  example,  one  data  tape  had  been  duplicated  on  the  data  conversion  file  and 
another  had  been  omitted.  Because  reconciliation  attempts  were  unsuccessful,  some  errors 
were  not  detected  and  corrected  until  later  (while  others  still  remained  uncorrected)  and  the 
completeness  and  accuracy  of  information  produced  by  MARS  could  not  be  verified.  Processing 
transactions  prior  to  completing  the  conversion  process  further  aggravated  data  reconciliation 
difficulties. 

One  consequence  of  the  problems  encountered  after  implementation  of  MARS  was  that  the 
Department  was  unable  to  produce  the  revenue  reports  required  by  the  Treasury  Department 
for  the  period  May  to  September  1979,  until  after  the  end  of  1979.  As  a  result,  quarterly  financial 
statements  for  the  Province  of  Alberta  were  not  issued  during  the  1979-80  fiscal  year. 

At  the  commencement  of  the  audit  for  the  1979-80  fiscal  year  it  was  apparent  that  the  MARS 
data  conversion  and  operating  problems,  together  with  inadequate  reconciliation  procedures, 
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had  caused  a  substantial  breakdown  in  financial  control  over  the  Department's  accounts  re- 
ceivable. MARS  monthly  revenue  reports  were  not  reconciled  to  either  the  Department's  own 
cash  received  records  or  Treasury  Department  records.  The  unreconciled  difference  in  both 
cases  was  in  excess  of  $8  million.  Revenue  figures  produced  by  two  operating  divisions  of  the 
Department  had  not  been  reconciled  to  the  MARS  reports.  An  initial  reconciliation  attempt  by 
Audit  Office  staff  revealed  unexplained  differences  of  $1.5  million  for  bonus  sales  and  $14 
million  for  gas  royalty  revenue  (IT  SHOULD  BE  RECOGNIZED  THAT  THESE  WERE  ACCOUNT- 
ING DIFFERENCES,  WHICH  HAVE  SINCE  BEEN  SUBSTANTIALLY  RECONCILED:  THEY  WERE 
NOT  LOSSES  OR  SHORTAGES  OF  FUNDS). 

In  a  memorandum  to  the  Deputy  Minister,  Energy  Resources  dated  July  4,  1980,  the  Deputy 
Provincial  Treasurer  noted  that  the  Treasury  Department  would  be  unable  to  determine  the 
amount  of  non-renewable  resources  revenue  to  be  transferred  to  The  Alberta  Heritage  Savings 
Trust  Fund  until  the  Department's  revenue  figures  were  considered  reliable. 

Thereafter  commenced  a  concerted  effort  to  reconcile  and  verify  the  data  contained  in  MARS 
and  to  develop  and  implement  a  plan  for  the  system's  recovery.  Working  in  conjunction  with 
its  consultants  and  staff  of  the  Audit  Office,  the  Department  was  able  substantially  to  verify 
the  accuracy  of  most  revenue  data.  Efforts  to  satisfactorily  verify  and  reconcile  certain  accounts 
receivable  figures  are  still  ongoing.  With  the  assistance  of  a  firm  of  consultants,  the  Department 
is  developing  a  long-term  plan  for  the  ultimate  disposition  of  MARS.  A  report  issued  by  the 
consultants  in  September  1980  suggested  that  to  clean-up  the  system's  master  files  may  take 
20  man  years.  The  Audit  Office  estimates  that  it  spent  approximately  3,400  man  hours  per- 
forming additional  work,  over  and  above  what  would  normally  have  been  required  to  complete 
the  audit. 

As  stated  earlier,  development  costs  for  MARS  were  originally  estimated  at  $364,600  and  the 
first  year's  operating  costs  at  $95,800.  To  March  31, 1980  development  costs  incurred  amounted 
to  $849,200  and  operating  costs  for  the  year  ended  on  that  date  were  $209,800.  It  is  estimated 
that  for  the  1980-81  fiscal  year,  operating  costs  will  be  approximately  $293,000  and  further 
development  costs  will  be  $31 1 ,000.  It  must  be  acknowledged,  however,  that  original  estimates 
were  probably  significantly  understated  and  that  MARS  contains  features  not  envisaged  in  the 
original  design  specifications. 

In  a  management  report  to  the  Deputy  Ministers  of  Energy  and  Natural  Resources  at  the 
conclusion  of  the  audit  for  the  year  ended  March  31,  1980,  the  Auditor  General  outlined  the 
following  audit  findings  and  observations  in  connection  with  MARS  and  the  Department's 
revenue  collection  procedures: 

Many  of  the  originally  defined  objectives  of  MARS  have  not  been  achieved: 

—  The  system  has  been  unable  to  produce  the  timely  and  accurate  financial  and  management 
information  required  by  management  and  the  Treasury  Department. 

—  The  cost  savings  originally  envisioned  have  not  materialized.  Development  and  operating 
costs  significantly  exceeded  estimates.  Anticipated  cost  savings  from  both  staff  reductions 
and  improved  revenue  collection  procedures  were  not  realized.  Indeed,  expensive  system 
recovery  costs  have  probably  resulted  in  substantial  cost  increases.  In  addition,  the  De- 
partment was  unable  to  issue  "courtesy"  lease  invoices  to  holders  of  Crown  leases  of 
petroleum  and  natural  gas  for  the  six  month  period  ended  December  31,  1979. 

—  Service  provided  to  the  oil  and  gas  industry  and  the  public  has  not  improved  significantly. 
As  well  as  the  failure  to  produce  revenue  billings  referred  to  above,  initial  problems  with 
excessive  response  time  for  on-line  enquiries  hampered  the  Department's  ability  to  provide 
fast  responsive  service. 

—  Staff  morale  within  affected  areas  of  the  Department  appears  to  have  been  poor  since 
implementation  of  MARS.  Since  initiation  of  the  recovery  project,  however,  improvements 
were  noted  in  this  respect. 
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The  development  and  implementation  phases  of  MARS  were  poorly  managed  and  performed: 

—  Great  emphasis  was  placed  on  the  technical  aspects  of  the  system  (such  as  on-line  proc- 
essing and  enquiry)  apparently  at  the  expense  of  functional  and  peripheral  considerations. 

—  It  appears  that  the  Department  delegated  much  of  its  responsibility  for  supervision  of  system 
requirements  and  definition  to  the  Information  and  Systems  Division  of  the  Department  of 
Government  Services.  One  result  of  this  inappropriate  delegation  was  that  when  the  Con- 
troller's Office  reviewed  the  accounting  processes  incorporated  into  the  design  of  the  system 
in  late  1978,  the  review  was  hindered  by  a  lack  of  documentation  and  definition,  and 
therefore  it  was  not  until  much  later  that  the  processes  were  found  to  be  inadequate. 

—  Insufficient  consideration  was  given  to  planning  and  controlling  the  conversion  process  with 
the  result  that  data  was  not  reconciled  and  post-implementation  processing  commenced 
with  inaccurate  files. 

—  Insufficient  consideration  was  given  to  ensuring  that  the  system  would  be  able  (and  flexible 
enough)  to  satisfy  year-end  and  other  special  reporting  requirements  of  management  and 
the  Treasury  Department.  Minor  reporting  changes  prescribed  by  the  Treasury  Department 
in  March  1979  could  not  be  accommodated  by  MARS  at  March  31,  1980.  The  Department 
anticipates  that  due  to  other  priorities,  it  will  be  unable  to  amend  the  system  to  produce 
the  required  year-end  reports  until  March  1982.  These  will  be  produced  manually  at  March 
1981. 

—  Staff  training  and  preparation  of  documentation  governing  operational  procedures  were 
neither  timely  nor  adequate. 

—  The  Department's  internal  audit  function  did  not  become  involved  sufficiently  in  the  de- 
velopment and  conversion  phases  of  MARS  to  enable  it  either  to  alert  senior  management 
when  problems  arose  or  to  provide  an  independent  assessment  of  the  system's  adequacy 
and  operation. 

In  conclusion,  the  Audit  Office  recognizes  that  it  is  not  a  simple  process  to  develop  and  im- 
plement a  large  and  sophisticated  data-base  system,  particularly  one  incorporating  on-line 
processing  and  enquiry.  Accordingly,  it  would  be  neither  fair  nor  productive  to  dwell  upon  and 
criticize  all  decisions  and  actions  which,  with  the  advantage  of  hindsight,  may  be  considered 
to  have  been  unwise.  Nevertheless,  the  fact  remains  that  considerable  public  resources  were 
expended  developing  and  operating  a  system  which  is  still  far  from  providing  all  the  benefits 
originally  envisaged. 

In  the  opinion  of  the  Audit  Office,  while  all  concerned  must  bear  varying  degrees  of  respon- 
sibility, senior  management  of  the  Department  of  Energy  and  Natural  Resources  must  accept 
the  major  share  of  responsibility  for  the  problems  experienced  with  the  development,  imple- 
mentation and  operation  of  MARS.  Although  the  Information  Services  Division  of  the  Depart- 
ment of  Government  Services  was  responsible  for  creating  a  system  which  had  obvious  and 
critical  deficiencies,  many  difficulties  could  have  been  avoided  if  senior  management  had 
exercised  its  overall  responsibility  to  ensure  that: 

—  the  Department's  needs  and  the  system's  objectives  were  defined  in  appropriate  detail. 

—  data  conversion  was  performed  in  a  controlled  manner  and  reconciled  promptly. 

—  parallel  processing  was  continued  until  assurance  was  obtained  that  MARS  was  operating 
satisfactorily. 

—  the  system  had  been  adequately  tested  before  it  was  accepted  by  the  Department. 

—  peripheral  clerical  and  operating  procedures  had  been  fully  documented  and  staff  had 
received  adequate  training  before  the  system  was  implemented. 

It  is  believed  that  as  initiator  and  user  of  the  system,  the  Department  should  have  assumed 
a  more  assertive  role  in  its  development  and  implementation.  By  so  doing,  it  could  have 
avoided  having  what  may  ultimately  prove  to  be  a  poor  or  non-viable  system. 
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It  is  further  believed  that  all  parties  directly  or  indirectly  involved  in  the  development  and 
implementation  of  MARS  can  learn  from  the  problems  experienced.  In  this  regard,  both  the 
Office  of  the  Auditor  General  and  the  Treasury  Department  are  currently  reviewing  their  pro- 
cedures for  providing  assistance  to  departments  and  agencies  which  develop  major  EDP  sys- 
tems, in  an  effort  to  avoid  recurring  problems  of  this  nature  in  future. 

Recommendation:  (No.  39) 

It  is  recommended  that  the  Department  of  Energy  and  Natural  Resources  continue  its  efforts 
to  recover  from  the  data  conversion  and  operating  difficulties  in  its  Main  Accounts  Receivable 
System  (MARS).  This  should  include  a  review  of  the  system  to  ensure  that  it  is  capable  of 
meeting  the  accounting  and  management  information  requirements  of  the  Department  and 
the  Treasury  Department.  In  particular,  steps  should  be  taken  to  ensure  that  the  system  is  able 
to  produce  revenue  reports  in  an  accurate  and  timely  manner. 

Recommendation:  (No.  40) 

It  is  recommended  that  the  Department  of  Energy  and  Natural  Resources  should  continue  to 
seek  to  obtain  and  retain  sufficient  accounting,  systems  and  management  skills  to  enable  it  to 
exercise  adequate  control  over  the  development  and  operation  of  its  accounting  and  man- 
agement information  systems. 

Recommendation:  (No.  41) 

It  is  recommended  that  when  any  Government  (user)  entity  embarks  on  the  development  and 
implementation  of  an  electronic  data  processing  system,  senior  management  of  the  entity  must 
recognize  its  primary  and  overriding  responsibility  for  the  system.  Delegation  of  any  or  all 
development  or  implementation  duties  to  outside  parties  or  development  teams  cannot  absolve 
an  entity's  management  from  its  responsibility  for  ensuring  that  development  proceeds  in  a 
logical  and  appropriate  manner.  Typically,  management  must  ensure  that  the  development  and 
implementation  processes  include: 

—  detailed  documentation  of  the  user  entity's  needs. 

—  detailed  documentation  of  the  system's  objectives. 

—  detailed  documentation  of  the  statutory,  financial  and  internal  controls  to  be  incorporated 
into  the  system. 

—  an  appropriate  amount  of  pre-implementation  testing  of  the  system  by  the  programming 
team  or  user  entity. 

—  an  appropriate  amount  of  acceptance  testing  and  formal  acceptance  of  the  system  by  the 
user  entity. 

—  properly  planned  and  executed  data  conversion  prior  to  post-implementation  processing. 

—  where  possible,  a  reasonable  period  of  parallel  processing  before  the  system  being  replaced 
is  discontinued. 

—  the  provision  of  adequate  and  detailed  (technical)  systems  documentation. 

—  ensuring  that  other  continuing  manual  or  EDP  systems  will  interface  satisfactorily  with  the 
new  system  after  it  is  implemented. 

—  ensuring  that  all  computer,  accounting  or  other  staff  receive  adequate  documentation  on 
the  new  system  and  are  properly  trained  in  its  use. 

As  each  phase  or  sub-phase  of  the  development  project  is  completed,  it  should  be  subject  to 
formal  approval  or  acceptance  by  a  senior  administrative  official  of  the  entity.  Accordingly, 
where  EDP  systems  are  used  extensively,  it  is  essential  that  senior  administrative  officials 
either  have  or  acquire  adequate  knowledge  of  EDP  processes,  controls  and  project  management. 
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2.5.3     DEPARTMENT  OF  THE  ATTORNEY  GENERAL 


During  an  audit  for  the  period  to  August  31,  1978,  it  was  observed  that  the  Department  was 
charging  and  collecting  various  lottery  fees  without  legislative  authority.  The  matter  was  dis- 
cussed with  senior  management  during  the  course  of  the  audit  and  formally  reported  to  the 
Deputy  Attorney  General  in  a  management  report  dated  January  23,  1979,  which  stated: 

"Fees  charged  for  various  lottery  licenses  were  not  covered  by  legislation.  Proper  authority 
for  charging  these  fees  should  be  obtained." 

In  a  response  dated  November  5, 1979,  the  Executive  Manager,  Administration,  on  behalf  of  the 
Deputy  Attorney  General,  stated: 

"It  is  recognized  that  the  fees  charged  for  various  licenses  are  not  covered  by  legislation. 
A  Caucus  Task  Force  Committee  is  presently  reviewing  this  matter." 

The  above  matter  was  subject  to  report  to  the  Legislative  Assembly  under  section  19(2)(a)  of 
The  Auditor  General  Act.  Under  the  discretionary  powers  provided  by  section  25  of  the  Act, 
however,  the  above  matter  was  not  included  in  the  1978-79  Auditor  General's  Report  since  the 
fees  involved  were  not  considered  significant,  and  because  corrective  action  had  been 
promised. 

An  audit  conducted  in  February  1980  revealed  that  the  Department  had  continued  to  charge 
and  collect  lottery  fees  for  which  legislative  authority  had  not  been  obtained.  In  March  1980, 
management  stated  that  the  Caucus  was  awaiting  a  report  from  a  committee  formed  to  address 
the  problem. 

A  management  report  from  the  Auditor  General  to  the  Deputy  Attorney  General  dated  May  21, 
1980,  stated: 

"As  previously  reported,  in  my  memorandum  dated  January  23,  1979,  fees  charged  for 
various  lottery  licenses  are  not  covered  by  legislation.  Authority  for  charging  these  fees 
should  be  obtained." 

Recommendation:  (No.  42) 

It  is  recommended  that  the  Department  of  the  Attorney  General  seek  legislative  authority  to 
collect  lottery  licence  fees. 

2.5.4     HEALTH  CARE  INSURANCE  FUND 

The  Health  Care  Insurance  Fund  operates  under  the  authority  of  The  Alberta  Health  Care 
Insurance  Act  and  provides  health  care  insurance  coverage  to  Albertans.  Premiums  are  charged 
to  residents  on  either  an  individual  basis  or  through  group  accounts  with  employers.  Total 
premiums  during  1979-80  amounted  to  approximately  $103  million. 

The  following  observation  was  included  in  the  Auditor  General's  Report  to  the  Legislative 
Assembly  for  the  1978-79  fiscal  year: 

"During  an  audit  to  March  31,  1979,  a  significant  backlog  was  noted  in  the  reconciliation 
of  premiums  charged  with  premiums  received  from  employers.  This  situation,  which  ad- 
versely affects  the  interests  of  many  employers  involved  in  the  collection  of  Health  Care 
Insurance  Fund  premiums,  has  persisted  since  1969  despite  many  attempts  over  the  years 
to  develop  improved  systems  to  facilitate  a  reduction  in  the  backlog." 

During  an  audit  to  March  31,  1980,  it  was  noted  that  this  situation  had  deteriorated.  The  matter 
was  discussed  with  senior  management  during  the  course  of  the  audit  and  formally  reported 
to  the  Acting  Deputy  Minister  of  Hospitals  and  Medical  Care  in  a  management  report  dated 
October  7,  1980,  which  stated: 

"As  previously  reported,  it  was  again  observed  that  there  was  a  significant  backlog  in  the 
reconciliations  of  group  accounts  receivable.  The  amount  of  cash  receipts  held  that  had 
not  been  reconciled  to  group  billings  increased  by  60%  from  $8,395,969  at  March  31 ,  1979 
to  $13,420,955  at  March  31,  1980.  In  addition,  a  significant  increase  has  occurred  since 
March  31,  1980.  It  is  again  recommended  that  measures  be  taken  to  reduce  to  a  minimum 
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the  outstanding  reconciliations  of  group  billings  with  cash  received  from  employers  and 
that  efforts  be  continued  to  implement  revised  computer  systems  in  order  to  facilitate 
more  efficient  and  timely  reconciliation  procedures." 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  25)  repeated  below.  The  Provincial  Treasurer  responded 
to  this  recommendation  in  a  report  tabled  before  the  Select  Standing  Committee  on  Public 
Accounts  in  October  1980.  That  response  stated  that  the  department  has  undertaken  a  major 
review  of  registration  and  billing  procedures  to  ensure  that  existing  clerical  and  computer 
functions  are  carried  out  as  efficiently  as  possible.  The  redesign  of  the  registration/billing 
computer  system  to  take  a  greater  advantage  of  automation  has  been  deferred  due  to  the  high 
expected  cost  in  relation  to  potential  policy  changes. 

Since  satisfactory  corrective  measures  had  not  been  taken  by  the  end  of  the  1979-80  fiscal 
year,  this  recommendation  is  repeated: 

Recommendation:  (No.  43)  (1978-79:  No.  25) 

It  is  recommended  that  measures  be  taken  by  the  Department  of  Hospitals  and  Medical  Care 
to  reduce  to  a  minimum  the  backlog  in  monthly  reconciliations  of  Health  Care  Insurance  Fund 
premiums  charged  with  premiums  received  from  employers,  and  that  efforts  be  continued  to 
implement  revised  computer  systems  in  order  to  facilitate  more  efficient  and  timely  reconcil- 
iation procedures. 

2.5.5  PENSION  ADMINISTRATION 

The  Auditor  General's  Report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  identified 
a  general  lack  of  adequate  accounting  and  management  controls  in  the  financial  systems  of 
the  Public  Service  Pension  Administration.  A  number  of  audit  observations  had  been  made  to 
management  at  the  conclusion  of  the  audit  covering  the  1978-79  fiscal  year,  the  most  significant 
of  which  were  described  in  the  Report.  The  Report  also  contained  a  recommendation  that  the 
Public  Service  Pension  Administration  develop  and  implement  a  long-term  plan  to  resolve  the 
deficiencies  revealed  by  the  audit  examination. 

The  Provincial  Treasurer  responded  to  this  recommendation  in  a  report  tabled  before  the  Select 
Standing  Committee  on  Public  Accounts  in  October  1980.  The  response  stated  that  the  Treasury 
Department  had  assumed  responsibility  for  pension  administration  in  April  1980  and  had 
undertaken  a  review  of  pensions  management,  organization  and  systems.  The  Provincial  Treas- 
urer expected  that  significant  progress  in  dealing  with  the  deficiencies  noted  in  the  Auditor 
General's  Report  for  the  1978-79  year  would  be  achieved  in  the  1980-81  year,  although  certain 
improvements,  including  the  development  of  systems  to  provide  annual  contribution  state- 
ments to  individual  plan  members,  would  have  to  be  implemented  in  longer-term  plans  for 
system  improvement. 

The  audit  for  the  year  ended  March  31,  1980  revealed  that  significant  progress  had  been  made 
in  dealing  with  the  deficiencies  previously  noted.  Not  all  deficiencies  had  been  eliminated, 
however,  but  in  view  of  the  progress  achieved,  and  assurances  received  that  this  will  continue 
during  the  1980-81  fiscal  year,  the  unresolved  deficiencies  are  not  included  in  this  report. 

Recommendation:  (No.  44) 

It  is  recommended  that  the  Treasury  Department  continue  with  its  efforts  to  eliminate  the 
accounting  and  financial  control  deficiencies  in  the  operations  and  accounting  records  of  the 
Pension  Administration. 

2.5.6  THE  RESEARCH  COUNCIL  OF  ALBERTA 

The  Research  Council  of  Alberta  is  a  Provincial  agency  which  operates  under  the  authority  of 
The  Research  Council  Act.  Its  annual  revenues  and  expenditures  each  approximate  to  $17 
million  and  it  administers  gross  assets  with  a  value  of  approximately  $14  million. 

During  an  audit  for  the  year  ended  March  31,  1979,  a  number  of  weaknesses  and  deficiencies 
were  noted  in  the  Council's  internal  control  systems.  These  matters  were  discussed  with  senior 
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management  officials  at  the  conclusion  of  the  audit  and  formally  communicated  by  the  Auditor 
General  to  the  Council's  President  in  a  management  report  dated  December  21,  1979,  which 
stated: 

"Fixed  Assets 

Fixed  assets  acquired  by  the  Council  have  not  been  recorded  properly  nor  subject  to 
adequate  physical  control.  A  review  of  the  equipment  listings  maintained  by  the  Council 
revealed  the  following  deficiencies: 

—  some  items  had  been  declared  surplus  but  not  deleted  from  the  listings. 

—  items  traded  in  as  part  payment  for  new  acquisitions  had  not  been  deleted  and  only 
the  net  cost  of  the  invoice  had  been  recorded. 

—  not  all  equipment  purchased  had  been  recorded.  In  some  cases,  only  the  first  item  on 
an  invoice  was  listed  and  the  total  cost  of  the  invoice  recorded  as  the  cost  of  that  item. 

—  details  of  locations  and  serial  numbers  of  fixed  assets  had  not  been  included  in  the 
records. 

—  fixed  assets  had  not  been  identified  to  ensure  that  they  were  the  property  of  the  Council. 

This  serious  deficiency  in  the  recording  and  control  over  fixed  assets  must  be  rectified  as 
quickly  as  possible.  It  is  recommended  that  a  proper  fixed  assets  ledger  be  established, 
all  equipment  be  properly  identified  and  that  periodic  counts  be  performed  before  March 
31,  1980. 

Sponsors'  Accounts 

An  adequate  system  does  not  exist  to  ensure  that  all  completed  research  contracts  are 
recorded  promptly  in  the  accounting  records  of  the  Council.  A  review  of  the  research 
contracts  revealed  the  following  concerns: 

—  expenditures  had  been  undertaken  by  the  Council  before  full  legal  liability  was  accepted 
by  the  sponsor  and  therefore,  the  Council's  liability  for  possible  cost  overruns  was  not 
clear. 

—  contract  holdbacks  and  subsequent  payment  dates  could  not  be  identified. 

—  the  absence  of  budgetary  information  could  result  in  possible  cost  overruns. 

It  is  recommended  that  copies  of  all  research  contracts  be  forwarded  to  the  Accounting 
Department  and  properly  recorded  to  ensure  proper  sponsor  billing  and  preparation  of 
management  reports.  This  control  is  not  intended  to  have  the  Accounting  Department 
control  the  projects  but  to  provide  proper  management  information  to  the  various  project 
managers. 

Many  sponsors  had  been  invoiced  quarterly  in  arrears,  causing  a  significant  proportion  of 
contract  expenditure  to  be  financed  by  the  Council.  It  should  be  noted  that  the  trust  accounts 
receivable  balance  at  March  31 ,  1979  was  in  excess  of  $1 .3  million.  It  is  recommended  that 
agreements  be  negotiated  to  allow  monthly  invoicing  to  reduce  the  financial  burden  borne 
by  the  Council. 

Investments  and  Patents 

Accounting  control  over  investments  in  sponsoring  organizations  and  patents  arising  from 
research  activity  was  not  considered  adequate.  No  lists  of  investments  were  readily  avail- 
able during  audit  examination  and  no  record  had  been  maintained  of  expenditure  relating 
to  patents.  It  is  recommended  that  a  proper  record  be  established  to  record  all  expenditure 
relating  to  possible  investments  and  future  patents. 

Accounts  Receivable 

A  review  of  accounts  receivable  balances  revealed  that  overdue  accounts  were  not  being 
followed-up  promptly.  To  improve  identification  and  collection  of  overdue  accounts,  it  is 
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recommended  that  an  aged  trial  balance  be  prepared  monthly,  reviewed  by  a  senior  official 
and  overdue  accounts  followed-up  promptly. 

Cut-off  Procedures 

It  was  noted  that  cut-off  procedures  for  payments  and  receipts  were  not  effective  for  the 
preparation  of  financial  statements.  It  is  recommended  that  year-end  cut-off  procedures 
be  established  to  allow  for  proper  preparation  of  financial  statements." 

In  a  response  to  the  Auditor  General  dated  January  22,  1980,  the  President  stated: 
"Fixed  Assets 

The  deficiencies  and  weaknesses  in  the  manner  of  controlling  fixed  assets  were  recognized 
early  in  1979.  We  are  in  the  process  of  retaining  the  services  of  an  accounting  firm  to 
establish  the  initial  required  fixed  asset  records. 

In  conjunction  with  this  work,  our  accounting  staff  have  been  assigned  the  task  of  estab- 
lishing the  other  necessary  supporting  documentation  and  records. 

We  intend  to  have  a  proper  fixed  assets  ledger  established,  all  equipment  properly  iden- 
tified, and  a  procedure  for  periodic  counts  to  be  in  place  by  March  31,  1980. 

Sponsors'  Accounts 

All  research  management  have  been  asked  to  provide  the  accounting  office  with  all  original 
copies  of  research  contracts. 

The  research  management  has  been  requested  to  assure  that  legal  liability  is  accepted  by 
sponsors  before  expenditures  are  made  on  sponsors'  behalf.  They  have  also  been  reminded 
of  the  necessity  for  proper  budgetary  control  on  all  research  projects. 

The  accounting  department  will  have  procedures  in  operation  for  adequate  periodic  billing 
of  sponsors.  We  expect  these  will  be  in  operation  by  March  31,  1980. 

Investments  and  Patents 

A  list  of  all  Council  investments  in  sponsoring  organizations  and  of  the  patents  arising 
from  research  activity  will  be  prepared. 

The  project  control  system,  which  we  intend  to  introduce,  will  have  provision  for  recording 
expenditures  relating  to  possible  investments  and  future  patents. 

Accounts  Receivable 

Aged  trial  balances  of  accounts  receivable  have  been  prepared  since  November,  1979.  As 
of  now  these  will  be  reviewed  monthly  by  the  Director  of  Administration  who  has  the 
responsibility  to  report  regularly  to  the  Board  on  the  financial  condition  of  the  Council. 

Cut-off  Procedures 

A  set  of  cut-off  procedures,  to  be  followed  at  each  year  end,  will  be  established  and 
documented  prior  to  March  31,  1980." 

The  above  matters  were  subject  to  report  to  the  Legislative  Assembly  under  sections  19(2)(c) 
and  (d)  of  The  Auditor  General  Act.  The  management  report  quotation  in  connection  with  the 
fixed  assets  systems  deficiencies  was  included  in  sub-section  4.2.4  of  the  1978-79  Report. 
Under  the  discretionary  powers  provided  by  section  19(5)  of  the  Act,  however,  the  other  matters 
were  not  included  in  the  1978-79  Auditor  General's  Report  since  assurances  had  been  received 
that  corrective  action  was  being  or  would  be  taken. 

During  an  audit  for  the  year  ended  March  31,  1980,  it  was  observed  that  efforts  to  deal  with 
the  Council's  financial  control  related  problems  had  been  only  marginally  successful.  While  it 
is  acknowledged  that  difficulties  have  been  experienced  recruiting  and  retaining  adequately 
qualified  financial  management  personnel,  it  must  be  reported  that  many  of  the  previously 
identified  control  system  weaknesses  and  deficiencies  have  persisted. 
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These  weaknesses  and  deficiencies,  together  with  other  concerns,  were  discussed  with  senior 
management  officials  and  formally  communicated  to  the  Council's  President  in  a  management 
report  dated  November  28,  1980,  which  stated: 

"Fixed  Assets 

As  reported  previously,  fixed  assets  have  not  been  recorded  properly  nor  subject  to  ade- 
quate control.  In  February  1980,  the  Council  inventoried  itsoperating  fixed  assetsforthefirst 
time  and  a  review  of  this  inventory  indicated  the  following  deficiencies: 

a)  Not  all  items  purchased  were  included  in  the  physical  listings. 

b)  The  basis  of  valuation  of  assets  inventoried  was  not  consistent  as  some  were  valued 
at  cost  and  others  at  estimated  acquisition  cost. 

c)  The  ownership  of  assets  inventoried  was  not  determined. 

The  value  of  fixed  assets  established  for  the  inventory  has  been  included  on  the  balance 
sheet  at  March  31,  1980.  Because  of  the  deficiencies  noted  above,  this  Office  was  not  able 
to  establish  whether  the  amount  shown  presents  fairly  the  value  of  the  operating  fixed 
assets  and  therefore  it  has  been  necessary  to  qualify  the  auditor's  opinion.  It  is  recognized 
that  there  are  a  number  of  problems  associated  with  the  taking  of  such  an  inventory.  Since 
this  was  the  first  inventory  taken  and  many  of  these  assets  were  purchased  years  ago,  it 
is  understood  why  documentation  to  support  costs  was  not  readily  available.  It  is  rec- 
ommended that  further  periodic  counts  be  taken  to  establish  a  complete  listing  of  fixed 
assets  and  that  these  assets  be  valued  at  cost,  if  possible,  and  properly  identified  as  to 
whether  the  Council  has  ownership.  A  fixed  assets  record  should  also  be  established,  which 
would  include  details  of  serial  numbers,  location  and  proper  identification.  It  is  also  recom- 
mended that  the  Council  establish  a  detailed  fixed  asset  policy  with  regard  to  capitalization 
limits,  disposals,  transfers,  etc.  and  that  the  policy  be  properly  communicated  to  the  staff 
involved. 

At  the  exit  conference,  senior  officials  of  the  Council  indicated  that  this  first  inventory  is 
considered  to  be  a  base  for  the  establishment  of  proper  controls  and  recording  procedures 
for  fixed  assets. 

Sponsors'  Accounts 

It  was  again  noted  that  the  Council  had  an  inadequate  system  in  place  to  ensure  that  all 
research  contracts  were  controlled  and  on  file.  A  review  of  research  contracts  indicated 
the  following: 

a)  Many  contracts  were  not  on  file. 

b)  Contracts  were  not  easily  identifiable  with  a  project,  nor  was  it  clear  as  to  when  one 
contract  covered  more  than  a  single  project. 

It  is  again  recommended  that  copies  of  all  research  contracts  be  forwarded  to  the  ac- 
counting department  and  recorded  to  ensure  proper  accounting  control  over  research 
projects.  Senior  staff  of  the  Council  stated  at  the  exit  conference  that  most  of  the  contracts 
were  now  on  file  and  properly  identified  and  proper  control  regarding  all  contracts  will  be 
brought  up-to-date  shortly. 

Patents 

As  previously  reported,  accounting  control  over  patents  arising  from  research  activity  was 
not  considered  adequate.  A  review  of  patents  during  the  audit  to  March  31,  1980  revealed 
that  patent  records  were  incomplete  and  Council  staff  were  unaware  of  the  current  status 
of  many  of  the  patents.  It  is  again  recommended  that  a  record  be  established  to  record  all 
expenditures  relating  to  patents  and  that  procedures  be  implemented  to  ensure  periodic 
reviews  of  the  status  of  each  patent. 

Accounts  Receivable 

As  previously  reported,  accounts  receivable  balances  were  not  being  followed  up  promptly 
as  the  aged  trial  balance  prepared  during  the  year  was  not  reviewed  by  a  senior  official 
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and  follow-up  procedures  were  not  in  place  to  ensure  proper  collection.  Other  deficiencies 
noted  with  respect  to  the  control  of  accounts  receivable  are  listed  as  follows: 

a)  No  formal  procedures  exist  to  ensure  that  invoices  are  properly  cancelled  or  adjusted. 

b)  No  reconciliation  of  accountable  advances  outstanding  was  performed  between  the 
Council's  records  and  those  maintained  by  the  Treasury  Department. 

c)  Proper  approval  was  not  received  from  the  Treasury  Board  for  the  write-off  of  two 
accountable  advances. 

d)  Proper  control  over  accountable  advances  did  not  exist  as  some  individuals  maintained 
both  Type  A  and  B  advances  and  some  were  outstanding  for  a  long  period  of  time. 
Some  advances  were  used  for  petty  cash  funds,  contrary  to  procedures  specified  in 
the  Treasury  Department's  Manual  of  Financial  Administration. 

e)  Control  over  contract  invoicing  of  project  expenditure  and  overhead  was  inadequate 
inasmuch  as  invoicing  procedures  have  not  been  documented  to  provide  staff  with  a 
clear  understanding  of  how  invoicing  should  be  done. 

In  view  of  the  deficiencies  noted,  it  is  recommended  that  the  Council  undertake  a  review 
of  all  accounting  controls  and  procedures  relating  to  accounts  receivable  to  ensure  that 
a  proper  system  is  established.  At  the  exit  conference,  it  was  indicated  by  senior  officials 
of  the  Council  that  they  were  aware  of  the  problems  and  have  hired  a  consulting  firm  to 
review  the  accounting  systems  and  have  requested  assistance  from  this  Office  and  the 
Controller's  Office  also.  Assurance  was  given  to  this  Office  that  any  corrective  action 
needed  would  be  incorporated  into  any  new  proposed  system. 

Expenditure 

It  was  again  noted  that  cut-off  procedures  for  payments  were  not  effective  at  the  year  end 
as  numerous  adjustments  had  to  be  made  to  the  draft  financial  statements.  During  audit 
testing  of  expenditure,  other  weaknesses  were  noted  and  are  listed  as  follows: 

a)  Payments  were  made  on  the  basis  of  photocopies  of  invoices. 

b)  Instances  were  noted  where  evidence  of  the  receipt  of  goods  and  services  did  not 
appear  on  the  payment  documents. 

c)  Purchase  requisitions  were  not  always  used  and  instances  were  noted  where  purchase 
orders  were  not  raised  for  some  goods  and  services  purchased. 

d)  Accountable  advances  were  approved  by  someone  other  than  the  proper  expenditure 
officer. 

During  the  year,  the  Council  discovered  that  a  number  of  overpayments  to  suppliers  had 
been  made.  An  investigation  was  initiated  which  revealed  overpayments  in  excess  of 
$13,000  and  the  task  of  recovering  these  overpayments  commenced.  To  date,  the  over- 
payments recovered  amounted  to  $10,599  and  senior  staff  have  indicated  that  the  balance 
will  be  fully  recovered.  These  overpayments  may  have  been  due  in  part  to  the  weaknesses 
indicated  above,  and  therefore,  it  is  recommended  that  procedures  be  developed  to  correct 
the  weaknesses  and  to  ensure  that  only  properly  authorized  and  documented  payments  are 
made. 

Payroll 

a)  It  was  noted  that  certain  staff  who  prepared  payroll  data  were  also  involved  in  matching 
cheques  to  the  payroll  register  and  distributing  cheques.  For  internal  control  purposes, 
adequate  segregation  of  duties  should  exist  between  staff  responsible  for  the  prepa- 
ration, summarization  and  approval  of  payroll  information  and  staff  responsible  for 
checking  and  distributing  payroll  cheques.  It  is  recommended  that  procedures  be  im- 
plemented to  improve  the  segregation  of  duties  in  this  area. 

b)  It  was  also  noted  that  payroll  registers  were  not  reviewed  to  ensure  that  all  payroll 
changes  requested  were  properly  processed.  It  is  recommended  that  each  payroll  reg- 
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ister  be  reviewed  to  ensure  proper  processing  and  that  evidence  of  this  review  be  noted 
on  each  register. 

General 

It  would  appear  that  many  of  the  concerns  expressed  in  this  report  and  at  the  exit  con- 
ference were  a  result  of  inadequate  knowledge  and  training  of  accounting  staff.  It  was  also 
noted  that  there  has  been  an  extremely  high  turnover  in  the  accounting  staff  over  the  last 
two  years,  which  is  probably  the  main  reason  for  this  lack  of  knowledge,  etc.  In  addition, 
the  Council  does  not  have  accounting  and  procedure  manuals.  These  manuals,  together 
with  Alberta  Financial  Information  System  manuals,  would  contribute  to  the  correction  of 
some  of  these  inadequacies.  At  the  exit  conference,  it  was  indicated  that  some  of  these 
concerns  are  being  addressed  and  that  the  Council  was  reviewing  its  present  accounting 
systems  to  ensure  that  better  financial  control  is  established  over  all  activities.  Such  action, 
if  addressed  as  soon  as  possible,  should  provide  the  Council  with  the  necessary  direction 
to  institute  the  proper  controls  and  systems." 

Since  both  the  responsibilities  and  expenditures  of  the  Research  Council  of  Alberta  are  to 
increase  considerably,  it  is  the  opinion  of  the  Auditor  General  that  it  is  vital  that  management 
take  immediate  action  to  eliminate  the  pervasive  and  serious  financial  control  problems  iden- 
tified above. 

Recommendation:  (No.  45) 

It  is  recommended  that  the  Research  Council  of  Alberta  take  immediate  steps  to  eliminate  the 
pervasive  and  serious  financial  control  problems  in  its  fixed  assets,  sponsors'  accounts,  patents, 
accounts  receivable,  expenditure  and  payroll  accounting  systems. 

2.6       LIMITATION  OF  ACCESS  TO  INFORMATION 

(Reported  pursuant  to  section  19(1  )(b)  of  The  Auditor  General  Act) 

2.6.1     AUDIT  OF  PROVINCIAL  INCOME  TAXES 

The  Government  of  Alberta  has  entered  into  a  tax  collection  agreement  with  the  Government 
of  Canada  under  authority  contained  in  section  51(1)  of  The  Alberta  Income  Tax  Act,  Chapter 
182,  Revised  Statutes  of  Alberta  1970.  The  agreement  provides  that  the  Government  of  Canada, 
as  agent  of  the  Government  of  Alberta,  will  collect  the  income  taxes  imposed  under  The  Alberta 
Income  Tax  Act. 

The  terms  of  the  tax  collection  agreement  dealing  with  access  to  information,  effectively  pro- 
hibit the  Auditor  General  of  Alberta  from  performing  the  audit  work  necessary  to  express  an 
opinion  on  the  collection  of  provincial  income  taxes  as  required  by  section  19(2)(a)(i)  of  The 
Auditor  General  Act.  This  section  requires  the  Auditor  General  of  Alberta  to  report  every  case 
in  which  he  has  observed  that  collections  of  public  money  have  not  been  effected  as  required 
under  the  various  Acts  and  regulations,  directives  or  orders  under  those  Acts. 

The  legislative  auditors  of  those  provinces  that  have  entered  into  a  similar  tax  collection 
agreement  are  subject  to  the  same  access  restrictions.  Since  the  Auditor  General  of  Canada 
has  access  to  all  the  necessary  information,  the  legislative  auditors  agreed  in  1979  to  form  a 
task  force  made  up  of  representatives  of  the  provincial  legislative  auditors  of  Alberta  and 
Ontario  and  the  Auditor  General  of  Canada. 

The  objective  of  the  task  force  was  to  obtain  assurance  to  the  extent  possible  that  the  assess- 
ment, allocation  and  transfer  to  the  provinces  of  provincial  income  taxes  by  the  Government 
of  Canada  fully  complied  with  the  federal  and  provincial  statutes  and  agreements  and  to  report 
its  findings  to  the  provincial  legislative  auditors. 

In  order  to  address  this  objective,  the  task  force  first  defined  the  audit  concerns  of  the  provinces. 
It  then  reviewed  the  relevant  scope,  procedures  and  findings  of  the  audits,  conducted  by  the 
Office  of  the  Auditor  General  of  Canada,  covering  the  Department  of  National  Revenue-Taxation 
and  the  Department  of  Finance.  The  task  force  did  not  perform  any  auditing  of  the  federal 
government's  taxation  records. 
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The  Auditor  General  of  Alberta  has  reviewed  the  findings  contained  in  the  proposed  first  report 
of  the  task  force,  concerning  the  assessment  and  allocation  to  the  provinces  of  provincial 
income  taxes  for  the  1978  tax  returns  and  the  transfer  to  the  provinces  of  provincial  income 
taxes  for  the  1977  tax  returns.  Based  on  this  review,  the  Auditor  General  is  satisfied  that  there 
were  no  deficiencies  in  accounting  systems  or  control  procedures  that  require  to  be  reported. 

The  work  of  the  task  force  has  provided  considerable  assurance  that  the  audit  concerns  of  the 
provinces,  relating  to  the  operation  of  the  tax  collection  agreements,  are  adequately  addressed 
by  the  Government  of  Canada.  For  this  reason  the  Auditor  General  of  Alberta  will  recommend 
to  The  Canadian  Conference  of  Legislative  Auditors  that  the  work  of  the  task  force  be  continued. 

The  Auditor  General  of  Alberta  acknowledges  with  gratitude  the  excellent  co-operation  and 
assistance  received  from  the  Office  of  the  Auditor  General  of  Canada  in  the  formation  and 

operation  of  the  task  force. 

The  task  force  reported  that  in  conducting  its  work  it  was  aware  of  the  existence  of  a  tax  gap. 
The  tax  gap  is  the  difference  between  the  taxes  actually  assessed  and  an  estimate  of  the  taxes 
which  could  theoretically  be  assessed,  presuming  full  compliance  with  the  law.  The  size  of  the 
gap  depends  on  the  extent  to  which  taxpayers  voluntarily  comply  with  the  provisions  of  the 
federal  Income  Tax  Act  and  the  various  provincial  Income  Tax  Acts,  and  on  the  extent  and 
type  of  compliance  and  enforcement  activities  employed  by  the  Department  of  National  Rev- 
enue-Taxation. The  task  force  also  reported  that  both  the  federal  and  provincial  shares  of  that 
portion  of  the  tax  gap  that  could  be  recovered  by  extending  existing  compliance  and  enforce- 
ment procedures,  would  in  all  probability  be  material  amounts  for  the  1978-79  program  year. 

Following  discussions  with  the  Alberta  member  of  the  task  force,  the  Auditor  General  of  Alberta 
understands  that  an  accurate  estimate  of  the  Alberta  share  of  the  tax  gap  has  not  been  made. 
Although  he  accepts  that  it  is  unreasonable  to  expect  total  compliance  with  The  Alberta  Income 
Tax  Act,  in  the  absence  of  an  accurate  estimate  of  Alberta  income  taxes  not  assessed,  he  is 
unable  to  form  an  opinion  on  the  adequacy  or  appropriateness  of  the  compliance  and  enforce- 
ment procedures  employed  by  the  Department  of  National  Revenue-Taxation. 


Recommendation:  (No. 46) 

It  is  recommended  that  the  Provincial  Treasurer  either  prepare  an  estimate,  or  obtain  and 
review  the  federal  government's  estimate,  of  unassessed  income  taxes  (tax  gap)  in  order  to 
facilitate  an  evaluation  by  the  Treasury  Department  of  the  adequacy  and  appropriateness  of 
the  compliance  and  enforcement  procedures  employed  by  the  Department  of  National  Reve- 
nue-Taxation in  the  collection  of  Alberta  income  taxes. 

The  terms  of  the  tax  collection  agreement,  which  effectively  prohibit  the  Auditor  General  of 
Alberta  from  accessing  necessary  information,  appear  to  be  contrary  to  the  intent  of  section 
15(1)  of  The  Auditor  General  Act.  It  would  also  appear,  under  section  241(4)(b)  of  the  Income 
Tax  Act,  that  a  provincial  government  is  allowed  access  to  federal  taxation  records  to  obtain 
information  concerning  taxpayers  within  its  jurisdiction. 


Recommendation:  (No.  47)  (1978-79:  No.  35) 

It  is  recommended  that  consideration  be  given  to  eliminating  the  circumstances  which  presently 
restrict  the  Auditor  General  of  Alberta's  right  of  access  to  certain  taxation  records  and,  thereby, 
inhibit  his  ability  to  satisfy  the  reporting  responsibilities  under  The  Auditor  General  Act.  These 
restrictions  effectively  preclude  the  Auditor  General's  right,  under  section  18(1)  of  the  tax 
collection  agreement,  to  audit  income  taxes  assessed  by  the  Government  of  Canada  and 
payable  to  the  Province  of  Alberta.  Similarly,  they  prevent  audit  examination  of  records  relating 
to  such  tax  refund  programs  as  renter  assistance  credits  and  royalty  tax  rebates  and  credits. 
It  is  acknowledged,  however,  that  a  multiplicity  of  audits  of  the  federal  government's  records 
by  provincial  legislative  auditors  may  not  be  desirable.  Accordingly,  subject  to  the  concurrence 
of  the  Auditor  General  of  Canada,  consideration  should  be  given  to  seeking  amendments  to 
the  tax  collection  agreement  which  would,  in  addition  to  removing  the  access  restrictions 
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imposed,  enable  the  Auditor  General  of  Alberta  to  place  reliance  upon  an  annual  audit  report 
by  the  Auditor  General  of  Canada  relating  to  income  taxes  payable  to  the  Province  of  Alberta. 
The  relationship  between  the  Auditors  General  of  Canada  and  Alberta  should  conform  to  the 
essence  and  spirit  of  the  recommendations  contained  in  Section  6930  of  the  CICA  Handbook 
relating  to  reliance  on  another  auditor. 

2.7       GENERAL  OBSERVATIONS 

2.7.1  MIDDLE  MANAGEMENT 

Several  economists  have  speculated  that  a  major  constraint  which  could  hinder  or  retard  the 
Province  of  Alberta's  future  economic  growth,  is  the  present  general  scarcity  of  competent 
middle  and  senior  managerial,  technical  and  professionally  qualified  personnel.  Those  iden- 
tified as  being  in  greatest  demand,  in  Canada  generally  and  in  Alberta  in  particular,  include 
engineers,  geologists,  computer  programmers  and  analysts,  accountants  and  medical  person- 
nel. A  perusal  of  the  employment  pages  of  any  major  Alberta  newspaper  will  confirm  the 
continued  existence  of  this  situation. 

2.7.2  While  recruitment  difficulties  have  been  experienced  for  many  management  disciplines,  the 
Auditor  General  is  perhaps  best  placed  to  comment  in  the  area  of  financial  management.  In 
the  course  of  the  work  of  the  Audit  Office,  a  number  of  areas  have  been  observed  where 
persistent  difficulties  have  been  experienced  filling  administrative  financial  and  accounting 
management  positions. 

Management  vacancies  cannot  be  allowed  to  remain  unfilled  indefinitely.  When  confronted 
with  difficulties  of  this  nature,  senior  management  may  feel  constrained  reluctantly  to  employ, 
or  promote  from  within,  individuals  possessing  less  than  the  desired  levels  of  ability  and 
experience.  When  this  happens,  the  rules  governing  tenure  of  position  in  the  public  service 
render  it  very  difficult  to  remove  such  persons  should  more  qualified  individuals  subsequently 
become  available.  A  disturbing  consequence  of  these  situations,  however,  can  be  that  the 
quality  of  management  in  affected  areas  is  diluted. 

While  in  no  way  detracting  from  the  efforts  of  the  many  dedicated  and  highly  competent 
managers  in  the  public  service,  it  has  been  observed  that  the  performance  of  some  areas  within 
the  Alberta  Government  could  be  improved  significantly  if  the  middle  managers  employed 
therein  possessed  greater  competence  and  ability. 

2.7.3  In  the  same  way  that  it  is  difficult  to  identify  with  confidence,  all  of  the  reasons  for  these 
problems  (in  applicable  areas),  it  is  also  difficult  to  prescribe  solutions.  Merely  increasing  the 
remuneration  for  middle  management  may  help  recruitment,  but  it  will  not  ensure  that  com- 
petent managers  are  obtained.  In  this  regard,  more  critical  interviewing  standards  are  of  the 
essence.  Even  if  individuals  with  more  impressive  professional  and  academic  qualifications 
are  attracted,  it  must  be  recognized  that  proven  technical  competence  in  one  discipline  is  not, 
in  itself,  proof  that  the  individual  is  a  competent  manager. 

2.7.4  A  longer  term  solution  may  be  specially  tailored  in-house  training  facilities  and  courses  to 
improve  both  technical  and  managerial  skills  and  competence.  These  courses,  which  could  be 
classroom  or  self-study  oriented,  would  need  to  be  in-depth  and  extensive  in  the  subject  matter 
they  covered  and  feature  exacting  examination  requirements.  Successful  completion  of  these 
courses  and  success  in  related  examinations  could,  where  appropriate,  be  a  factor  in  eligibility 
for  promotions.  A  system  which  encompasses  promotion  standards  of  this  nature  coupled 
with  meaningful  and  critical  performance  evaluation,  should  be  able  to  improve  managerial 
quality  and  identify  areas  where  corrective  measures,  including  demotion,  are  required.  While 
recognizing  that  it  will  not  solve  all  of  the  problems  identified  above,  it  is  believed  that  imple- 
mentation of  the  following  recommendation  may  help  to  improve  managerial  competence  in 
the  Alberta  Government. 

Recommendation:  (No.  48) 

It  is  recommended  that  where  appropriate,  in  the  interests  of  improving  technical  skills  and 
managerial  competence,  consideration  be  given  to  developing  for  middle  and  senior  managers 
specially  tailored  courses  featuring  exacting  examinations,  and  that  satisfactory  performance 


53 


in  related  course  examinations  be  a  criterion  in  determining  a  manager's  suitability  for  promo- 
tion. It  is  further  suggested  that  overall  managerial  competence  would  be  improved  by  a  system 
designed  to  combine  the  above  and  other  definitive  promotion  and  demotion  standards  with 
meaningful  and  critical  performance  evaluation. 

2.7.5  A  stated  objective  of  the  Government  of  Alberta  is  that  the  benefits  currently  derived  from 
non-renewable  resource  revenue  should  be  preserved,  in  part,  for  future  generations  of  Alber- 
tans.  The  public  service  therefore  has  a  responsibility  to  institute  and  operate  the  very  best 
control  procedures  to  ensure  that  this  revenue  is  spent  or  invested  in  a  manner  which  supports 
this  objective.  For  such  control  systems  to  be  effective,  managers  involved  in  their  design, 
development  and  day  to  day  operation  must  be  suitably  qualified,  experienced  and  competent. 
Although  significant  improvements  in  control  systems  have  occurred  in  a  number  of  areas  in  the 
last  several  years,  due  to  the  increased  growth  and  complexity  of  government  operations  in  the 
same  period,  much  remains  still  to  be  accomplished. 

2.7.6  It  is  not,  nor  should  it  be,  within  the  reporting  mandate  of  the  Auditor  General  to  comment  or 
pronounce  upon  government  policy.  As  such,  these  remarks  should  not  be  interpreted  as 
commenting  on  the  advisability  of  the  Province's  wage  and  salary  guideline  for  the  public 
service  which  represents  a  commendable  control  concept.  It  is,  however,  within  the  Auditor 
General's  mandate  to  report  on  the  quality  of  systems  in  place  to  administer  those  policies 
and,  whenever  possible,  to  identify  factors  which  adversely  affect  that  quality.  There  can  be 
little  doubt  that  the  quality  of  many  services  provided  by  the  Province  of  Alberta,  both  to  the 
public  and  to  itself,  is  being  adversely  affected  by  a  failure  to  train  coupled  with  an  inability  to 
recruit  and  retain  sufficient  professional  and  technical  staff,  particularly  at  the  middle  manage- 
ment level. 

2.7.7  SENIOR  FINANCIAL  OFFICERS 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  stressed 
the  importance  of  properly  qualified  and/or  experienced  senior  financial  officers. 

It  is  axiomatic  that  the  quality  of  financial  control  and  administration  in  any  large  commercial 
or  government  organization  will  reflect  the  competence  of  senior  financial  management.  As 
do  large  private  sector  corporations,  large  government  organizations  operate  by  devising  sys- 
tems and  procedures  whereby  authority  for  functions  is  delegated  to  less  senior  staff.  These 
systems  and  procedures  are  all  embracing,  but  include  typically  those  which  ensure  the  dis- 
charge of  statutory  responsibilities  and  obligations,  including  accountability  to  owners 
(whether  shareholders  or  citizens  of  a  jurisdiction  through  their  elected  representatives).  They 
also  include  systems  to  minimize  costs,  prevent  or  detect  errors  and  irregularities,  safeguard 
assets  and  to  maintain  and  produce  timely  and  reliable  financial  records  and  management 
information.  Minimization  of  costs  includes  adequate  systems  to  ensure  the  economic  acqui- 
sition of  goods  and  services  and  the  efficient  deployment  of  those  resources.  In  the  public 
sector,  accountability  should  include  the  measurement  and  reporting  of  program  effectiveness. 

Systems  of  this  nature  are  essential  to  the  smooth  and  efficient  operation  of  all  large  govern- 
ment organizations.  Senior  financial  officers  are  primarily  responsible  for  recognizing  the  need 
for,  designing,  implementing  and  ensuring  compliance  with  these  systems.  Serious  weak- 
nesses and  deficiencies  in  accounting  and  management  control  systems  reflect  directly  on  the 
competence  of  senior  financial  officers.  Even  a  well  designed  system  will  not  perform  effectively 
if  the  individuals  who  operate  it  are  not  competent  or  well  supervised.  Accordingly,  the  technical 
and  managerial  competence  of  senior  financial  officers  is  a  prerequisite  to  sound  financial 
management. 

It  was  for  the  above  reason,  and  because  it  has  been  observed  that  this  prerequisite  does  not 
always  exist,  that  the  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79 
fiscal  year  recommended  the  development  of  a  coordinated  approach  to  upgrading  both  the 
role  and  the  competence  of  senior  financial  officers.  In  this  regard,  the  report  contained  the 
following  two  recommendations  (1978-79:  Nos.  36  and  37): 

"It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of 
senior  financial  officer,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief 
executive  officer  of  a  Provincial  agency,  be  established.  Since  senior  financial  officers 
should  be  properly  qualified  accountants,  their  positions  should  be  classified  accordingly." 
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"It  is  recommended  that  the  approval  of  the  Controller,  after  assessing  the  competence 
of  the  individual  concerned,  be  made  a  prerequisite  to  the  appointment  of  a  senior  financial 
officer  for  departments  and  Provincial  agencies  (other  than  those  exempt  under  section 
2(5)  of  The  Financial  Administration  Act,  1977  and  entities  defined  as  commercial  enter- 
prises by  the  Provincial  Treasurer)." 

2.7.8  The  Provincial  Treasurer  responded  to  these  recommendations  in  a  report  tabled  before  the 
Select  Standing  Committee  on  Public  Accounts  in  October  1980.  That  response  stated: 

"Depending  on  the  organization  within  the  department,  it  may  not  be  necessary  for  the 
officer  responsible  for  financial  administration  reporting  to  the  deputy  head  to  possess  a 
professional  accounting  designation. 

While  the  Controller  may  be  consulted  on  appointments,  the  final  selection  of  a  senior 
financial  officer  should  remain  the  responsibility  of  the  deputy  head  of  the  department. 

The  Accounting  and  Financial  Control  Manual  is  being  revised  to  include  recommended 
responsibilities  and  qualifications  of  senior  financial  officers." 

2.7.9  With  regard  to  the  above  response,  recommendation  No.  36  was  not  intended  to  imply  that 
senior  financial  officers  should  necessarily  possess  professional  accounting  designations. 
Rather,  it  is  suggested  that  they  must  possess  an  appropriate  combination  of  academic  achieve- 
ment and  practical  experience  to  ensure  that  they  are  competent  to  fulfill,  at  least,  the  man- 
agerial obligations  outlined  in  the  preceding  paragraphs  (see  also  sub-sections  2.7.1  through 
2.7.6  above). 

While  the  formal  documentation  of  the  responsibilities  and  qualifications  of  senior  financial 
officers  is  a  step  in  the  right  direction,  it  cannot  be  considered  a  complete  solution  to  the 
problem.  If  the  quality  of  senior  financial  officers  is  to  be  improved,  it  is  important  that  pro- 
cedures exist  to  ensure  that  all  new  appointees  possess  the  requisite  levels  of  ability.  Deputy 
ministers  and  other  chief  executive  officers  do  not  always  have  the  necessary  knowledge  of 
accounting  and  financial  management  to  enable  them  to  assess  these  abilities  when  making 
appointments. 

The  Financial  Administration  Act,  1977  empowers  the  Provincial  Treasurer  to  prescribe  the 
form  and  content  of  the  financial  records  of  the  Crown  and  Provincial  agencies  (with  certain 
exceptions).  It  also  makes  the  Provincial  Treasurer  responsible  for  the  collection,  management 
and  control  of  the  revenue  of  the  Crown,  for  the  management  and  control  of  all  disbursements 
of  the  Crown  and  for  all  other  matters  relating  to  the  financial  affairs  of  the  Crown.  It  is  clear, 
therefore,  that  senior  financial  officers  of  departments  and  Provincial  agencies  have  respon- 
sibilities to  the  Provincial  Treasurer,  as  well  as  to  their  own  deputy  ministers  or  chief  executive 
officers.  As  such,  it  would  appear  desirable  that  the  Treasury  Department  should  be  party  to 
decisions  regarding  the  appointment  of  senior  financial  officers,  particularly  since  it  is  able  to 
provide  the  expertise  necessary  to  assess  their  qualifications  which  may  be  absent  in  the 
departments  and  agencies  concerned. 

2.7.10  As  the  problems  addressed  by  the  two  recommendations  in  sub-section  2.7.7  above  have,  in 
the  opinion  of  the  Auditor  General,  not  been  resolved  in  a  completely  satisfactory  manner, 
appropriately  reworded  versions  are  repeated  as  follows: 

Recommendation:  (No.  49)  (1978-79:  No.  36) 

It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of  senior 
financial  officer,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief  executive 
officer  of  a  Provincial  agency,  be  established.  Since  senior  financial  officers  should  be  properly 
qualified  accountants  and  managers,  their  positions  should  be  classified  accordingly. 

Recommendation:  (No.  50)  (1978-79:  No.  37) 

It  is  recommended  that  the  concurrence  of  the  Controller  (or  a  committee  on  which  he  is 
represented),  after  assessing  the  competence  of  the  individual  concerned,  be  made  a  prereq- 
uisite to  the  appointment  of  senior  financial  officers  of  departments  and  Provincial  agencies 
(other  than  those  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and 
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entities  defined  as  commercial  enterprises  by  the  Provincial  Treasurer).  This  concurrence  may 
not  be  necessary  where  the  proposed  appointee  had  passed  specified  examinations  in  ac- 
counting and  management  (see  also  recommendations  No.  47)  and/or  has  demonstrably  adequ- 
ate related  experience. 

2.7.1 1  CHIEF  INTERNAL  AUDITORS 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  commented 
upon  the  desirability,  where  appropriate,  of  effective  internal  audit  groups.  It  stated  that  each 
internal  audit  group  should  be  headed  by  a  formally  appointed  chief  internal  auditor.  To  ensure 
that  he  or  she  possesses  the  necessary  degree  of  independence,  the  chief  internal  auditor 
should  report  directly  to  the  deputy  minister  of  a  department  or  the  chief  executive  officer  of 
a  Provincial  agency.  Chief  internal  auditors  should  possess  an  appropriate  level  of  academic 
training  and  experience  to  enable  them  to  conduct  management  reviews  of  accounting  systems 
and  management  control  systems,  including  those  designed  to  ensure  economy  and  efficiency 
and,  wherever  appropriate,  to  measure  and  report  on  program  effectiveness.  Furthermore, 
internal  audit  groups  should  function  in  accordance  and  compliance  with  acceptable  internal 
auditing  standards  which  should  be  approved  and  monitored  by  the  Office  of  the  Controller. 

These  comments  were  prompted  by  the  noted  dearth  of  effective  internal  audit  groups  within 
the  Alberta  Government.  Also  by  the  number  of  instances  in  which  the  Audit  Office  observed 
that  where  departments  and  agencies  had  internal  auditors,  the  quality  of  the  personnel  em- 
ployed was  not  considered  satisfactory.  All  too  often,  personnel  employed  as  internal  auditors 
were  employed  in  "trouble  shooting"  or  "fire  fighting"  roles  for  management. 

2.7.12  The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  following  four  recommendations  in  connection  with  chief  internal  auditors  and  internal 
audit  groups  (1978-79:  Nos.  38,  39,  40  and  41) 

"It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of 
chief  internal  auditor,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief 
executive  officer  of  a  Provincial  agency,  be  established.  Since  chief  internal  auditors  should 
be  properly  qualified,  their  positions  should  be  classified  accordingly." 

"It  is  recommended  that  the  approval  of  the  Controller,  after  assessing  the  competence 
of  the  individual  concerned,  be  made  a  prerequisite  to  the  appointment  of  a  chief  internal 
auditor  of  departments  and  Provincial  agencies  (other  than  those  exempt  under  section 
2(5)  of  The  Financial  Administration  Act,  1977  and  entities  defined  as  commercial  enter- 
prises by  the  Provincial  Treasurer)." 

"It  is  recommended  that  the  Office  of  the  Controller,  on  behalf  of  the  Provincial  Treasurer, 
establish  and  monitor  the  application  of  standards,  techniques  and  methodologies  to  be 
adhered  to  by  internal  audit  groups  of  departments  and  Provincial  agencies  (other  than 
those  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities 
defined  as  commercial  enterprises  by  the  Provincial  Treasurer).  It  is  further  recommended 
that  Provincial  agencies  exempt  under  section  2(5)  of  The  Financial  Administration  Act, 
1977  and  entities  defined  as  commercial  enterprises  by  the  Provincial  Treasurer,  establish 
internal  audit  functions  with  similar  standards,  techniques  and  methodologies  to  those  not 
so  exempt." 

"It  is  recommended  that  the  Controller  receive  copies  of  reports  made  by  chief  internal 
auditors  to  deputy  ministers  of  departments  and  chief  executive  officers  of  Provincial 
agencies  not  exempt  from  The  Financial  Administration  Act,  1977  or  entities  defined  as 
commercial  enterprises  by  the  Provincial  Treasurer,  and  that  the  Auditor  General  receive 
copies  of  all  reports  made  by  chief  internal  auditors  to  deputy  ministers  and  chief  executive 
officers." 

2.7.13  The  Provincial  Treasurer  responded  to  the  above  recommendations  in  a  report  tabled  before 
the  Select  Standing  Committee  on  Public  Accounts  in  October  1980.  That  response  stated: 

"When  financial  activity  is  complex  and  significant,  it  is  desirable  to  establish  properly 
staffed  internal  audit  functions.  As  well,  it  is  important  that  these  functions  have  a  reporting 
mandate  which  ensures  that  appropriate  action  can  be  taken  on  audit  findings.  In  advance 
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of  the  establishment  of  internal  audit  functions,  however,  financial  administration  and 
control  systems  should  be  well  developed.  Internal  audit  functions  should  be  developed 
in  accordance  with  standards  as  described  in  Recommendation  Number  40. 

The  Manual  of  Financial  Administration  will  be  revised  to  include  recommended  respon- 
sibilities and  qualifications  of  internal  financial  auditors....and.... standards  for  the  audit  of 
accounting  and  financial  control  systems. 

The  Controller  and  Auditor  General  should  have  access  to  the  internal  audit  reports  for 
purposes  of  evaluating  the  adequacy  of  departmental  financial  control  systems.  However, 
automatic  provision  of  all  internal  audit  reports  to  the  Controller  and  the  Auditor  General 
would  not  appear  to  be  necessary." 

This  response  indicated  general  agreement  with  what  was  proposed  in  the  1978-79  report  and 
accordingly,  appropriately  reworded  recommendations,  where  applicable,  are  repeated 
hereunder: 

Recommendation:  (No.  51)  (1978-79:  No.  38) 

It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of  chief 
internal  auditor,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief  executive 
officer  of  a  Provincial  agency,  be  established.  Since  chief  internal  auditors  should  be  properly 
qualified,  their  positions  should  be  classified  accordingly. 

Recommendation:  (No.  52)  (1978-79:  No.  39) 

It  is  recommended  that  the  concurrence  of  the  Controller  (or  a  committee  on  which  he  is 
represented),  after  assessing  the  competence  of  the  individual  concerned,  be  made  a  prereq- 
uisite to  the  appointment  of  chief  internal  auditors  of  departments  and  Provincial  agencies 
(other  than  those  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and 
entities  defined  as  commercial  enterprises  by  the  Provincial  Treasurer).  This  concurrence  may 
not  be  necessary  where  the  proposed  appointee  had  passed  specified  examinations  in  auditing 
and  management  (see  also  recommendation  No.  47  and  or  has  demonstrably  adequate  related 
experience. 

Recommendation:  (No.  53)  (1978-79:  No.  40) 

It  is  recommended  that  the  Office  of  the  Controller,  on  behalf  of  the  Provincial  Treasurer, 
establish  and  monitor  the  application  of  standards,  techniques  and  methodologies  and  be 
adhered  to  by  internal  audit  groups  of  departments  and  Provincial  agencies  (other  than  those 
exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities  defined  as 
commercial  enterprises  by  the  Provincial  Treasurer).  It  is  further  recommended  that  Provincial 
agencies  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities 
defined  as  commercial  enterprises  by  the  Provincial  Treasurer,  establish  internal  audit  functions 
with  similar  standards,  techniques  and  methodologies  to  those  not  so  exempt. 

Recommendation  No.  41  (1978-79)  is  not  repeated  herein  though  it  is  believed  that,  as  a 
minimum,  both  the  Controller  and  the  Auditor  General  should  have  access  to,  and  the  right  to 
obtain  on  request,  copies  of  all  internal  auditors'  reports. 

14  PROGRAM  EFFECTIVENESS 

Sub-section  19(2)(e)  of  The  Auditor  General  Act  requires  the  Auditor  General  to  give  details 
in  his  annual  report  to  the  Legislative  Assembly  of  every  significant  case  in  which  he  has 
observed  that  where  appropriate  and  reasonable  procedures  could  have  been  used  to  measure 
and  report  on  the  effectiveness  of  programs,  those  procedures  were  either  not  established  or 
were  not  being  complied  with. 

The  Auditor  General's  report  to  the  Legislative  Assembly  forthe  1978-79  fiscal  year  commented 
upon  a  discussion  paper  issued  by  the  Treasury  Department  in  November  1973  on  the  subject 
of  Program  Budgeting  Concepts.  The  discussion  paper  visualized  the  inclusion  of  "Program 
Indicators"  in  the  information  regarding  each  program  to  be  submitted  in  budget  documentation. 
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The  discussion  paper  defined  program  indicators  as: 


Program  Indicator  —  is  a  symbol  which  depicts  a  major  factor  involved  in  planning,  ana- 
lyzing, budgeting  or  delivering  a  program.  Indicators  can  be  categorized  as  "effectiveness 
indicators",  (e.g.  increased  safety  of  car  traffic  in  terms  of  declining  accidents),  "output 
indicators",  (e.g.  number  of  housing  units  produced),  "performance  indicators",  (e.g.  num- 
ber of  licences  issued),  "resource  indicators",  (e.g.  number  of  positions),  and  "efficiency 
indicators",  (e.g.  number  of  licences  issued  per  staff  member). 

After  the  above  comments  and  definitions,  the  Auditor  General's  report  contained  the  following 
recommendation  (1978-79:  No.43): 

"It  is  recommended  that  studies  be  undertaken  to  determine  which  indicators  are  appro- 
priate and  reasonable  for  each  program,  that  subsequently  such  indicators  be  included  in 
the  Program  Estimates  of  the  earliest  fiscal  year  which  is  deemed  to  be  practical,  that 
systems  be  put  in  place  to  measure  actual  performance  during  the  fiscal  year,  and  that 
Public  Accounts  reflect  the  degree  to  which  programs  achieve  the  effectiveness  forecast 
at  the  time  the  budget  was  approved.  It  is  further  suggested  that  it  might  be  valuable  if 
the  Select  Standing  Committee  on  Public  Accounts  could  be  involved  in  the  studies  relating 
to  this  matter." 

The  Provincial  Treasurer  responded  to  this  recommendation  in  a  report  tabled  before  the  Select 
Standing  Committee  on  Public  Accounts  in  October  1980.  That  response  stated: 

"The  government  is  not  prepared  to  implement  this  recommendation  at  this  time.  De- 
partmental managers,  Ministers,  and  the  Legislative  Assembly  continually  review  the  ef- 
fectiveness of  programme  delivery.  The  Government  is  not  convinced  that  this  review 
process  would  be  improved  significantly  by  introducing  rigid  and  potentially  arbitrary 
'performance  indicators'  in  the  Estimates  and  Public  Accounts." 

In  the  absence  of  a  clear  definition  of  what  a  program  is  designed  to  achieve,  or  what  its  goals 
are,  it  is  impossible  to  measure  the  degree  to  which  it  has  achieved  those  goals,  i.e.  its 
effectiveness. 

The  Audit  Office  acknowledges  that  it  is  not  possible,  feasible  or  economical  to  measure  the 
effectiveness  of  certain  programs,  or  certain  parts  of  programs.  Nevertheless,  where  appropri- 
ate and  reasonable  measurement  procedures  can  be  used,  considerable  benefits  may  be  derived 
from  establishing  such  procedures.  For  example,  clearly  defined  program  objectives  and  goals 
provide  the  Legislative  Assembly  with  a  proper  definition  of  the  purposes  for  which  the  funds  it 
approves  are  to  be  spent.  In  addition,  by  subsequently  measuring  and  reporting  to  the  Legisla- 
tive Assembly  the  extent  to  which  the  predetermined  objectives  were  subsequently  met,  proper 
accountability  is  achieved. 

Recommendation:  (No.  54) 

It  is  recommended  that  the  objectives  of  each  program  be  stated  in  as  specific  a  manner  as 
possible,  with  quantitative  data  being  provided  wherever  practicable,  as  measures  of  the  in- 
tended results  to  be  achieved  by  the  expenditure  of  the  funds  requested  for  the  program.  Upon 
completion  of  the  fiscal  year,  reports  should  be  prepared  on  behalf  of  the  responsible  Minister 
evaluating  the  achievements  resulting  from  the  expenditure  of  funds  from  a  program  in  terms 
of  the  objectives  and  quantitative  data  given  in  the  estimates.  These  reports  should  result  from 
an  organized,  documented,  systematic  evaluation  of  program  activities  and  would  be  subject 
to  audit  by  the  Auditor  General.  Subsequently  the  reports  would  be  laid  before  the  Legislative 
Assembly  by  the  Minister  as  a  part  of  his  accountability  reporting. 

It  is  agreed  by  all  concerned  that  evaluation  methodology  is  at  a  somewhat  rudimentary  stage 
of  development  at  the  present  time.  However,  the  foregoing  recommendation  could  be  im- 
plemented initially  on  a  "pilot  program"  basis,  in  order  that  the  potential  value  of  reporting 
on  a  more  extended  basis  could  be  assessed  and  evaluation  experience  gained. 
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3.0       PUBLIC  ACCOUNTS 


3.1       AUDITOR'S  REPORT 

3.1.1  Under  section  18  of  The  Auditor  General  Act,  after  the  end  of  each  fiscal  year  of  the  Crown, 
the  Auditor  General  is  required  to  report  to  the  Legislative  Assembly  on  the  financial  statements 
of  the  Crown  for  that  fiscal  year. 

The  report  issued  pursuant  to  section  18,  which  was  annexed  to  the  Consolidated  Financial 
Statements  of  the  Province  for  the  year  ended  March  31,  1980,  is  reproduced  hereunder: 


AUDITOR'S  REPORT 


To  the  Members  of  the 
Legislative  Assembly 

I  have  examined  the  consolidated  statement  of  realizable  assets,  liabilities  and  net  assets  of 
the  Province  of  Alberta,  which  includes  only  those  entities  of  the  Crown  subject  to  section  77 
of  The  Financial  Administration  Act,  1977,  as  at  March  31 , 1980  and  the  consolidated  statements 
of  financial  results  and  financing  transactions  for  the  year  then  ended.  My  examination  was 
made  in  accordance  with  generally  accepted  auditing  standards,  and  accordingly  included  such 
tests  and  other  procedures  as  I  considered  necessary  in  the  circumstances. 

In  my  opinion,  these  consolidated  financial  statements  present  fairly  the  financial  position  of 
the  Province  of  Alberta,  which  include  only  those  entities  of  the  Crown  subject  to  section  77 
of  The  Financial  Administration  Act,  1977,  as  at  March  31,  1980  and  the  results  of  its  operations 
and  its  financing  transactions  for  the  year  then  ended  in  accordance  with  the  disclosed  basis 
of  accounting  described  in  Note  1  to  the  consolidated  financial  statements  applied,  after  giving 
retroactive  effect  to  the  change  in  accounting  method  for  the  valuation  of  term  deposits  referred 
to  in  Note  2  to  the  consolidated  financial  statements,  on  a  basis  consistent  with  that  of  the 
preceding  year. 


Edmonton,  Alberta   '    ^  C.A. 

January  12,  1981  Auditor  General 


3.1.2  The  Public  Accounts  of  the  Province  for  the  year  ended  March  31,  1980  are  presented  in  two 
volumes.  Volume  I  contains  the  following  financial  statements,  together  with  the  reports  of 
the  Auditor  General  thereon: 

1)  Consolidated  financial  statements  of  the  Province  of  Alberta. 

2)  Financial  statements  of  the  General  Revenue  Fund. 

3)  Financial  statements  and  schedules  of  revolving  funds,  regulated  funds,  Provincial  agencies 
and  trust  funds  administered  by  the  Government. 

Volume  II  contains  details  of  expenditure  and  revenue  by  department,  and  statements  and 
reports  required  to  be  included  in  Public  Accounts  in  accordance  with  The  Financial  Admin- 
istration Act,  1977  and  other  statutes.  In  addition  to  the  Public  Accounts,  a  report  presenting 
details  of  expenditure  by  payee  is  provided  as  supplementary  information. 

3.1.3  The  Auditor's  Report  in  sub-section  3.1.1  above  covers  the  consolidated  financial  statements 
of  the  Province.  A  similar  Auditor's  Report  covers  the  financial  statements  of  the  General 
Revenue  Fund  —  which  are  contained  in  Volume  I  of  Public  Accounts  —  as  well  as  the  various 
details  of  departmental  expenditure  and  revenue  contained  in  Volume  II. 

The  report  presenting  details  of  expenditure  by  payee  is  not  covered  by  the  Auditor's  Reports 
mentioned  in  the  previous  paragraph  since  it  is  not  an  integral  part  of  Public  Accounts.  However, 
the  system  employed  to  produce  the  information  contained  therein  is  subject  to  review  by  the 
Auditor  General. 
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3.1.4  The  remainder  of  this  section  of  the  report  provides  an  overview  of  the  financial  statements 
of  the  General  Revenue  Fund,  the  Alberta  Heritage  Savings  Trust  Fund  and  the  Province  of 
Alberta  with  comments  and  supplementary  information  considered  relevant. 

3.2       GENERAL  REVENUE  FUND 

3.2.1  The  following  shows  the  summarized  financial  results  of  the  General  Revenue  Fund  for  the 
year  ended  March  31,  1980,  with  comparative  figures  for  1979: 

1980  1979  INCREASE/(DECREASE) 

(Millions  of  Dollars) 


Revenue 

Expenditure: 
Voted  appropriations 
Statutory  appropriations 


Budgetary  surplus  before 

extraordinary  appropriation 

Extraordinary  statutory 
appropriation: 
Municipal  Debt 
Reduction  Act 

Budgetary  surplus  (deficit) 


$5,668.2       $4,829.3      $  838.9 


4,531.3 
134.2 

4,665.5 


1,002.7 


1,031.0 


3,695.2 
36.7 

3,731.9 


1,097.4 


836.1 
97.5 

933.6 


(94.7) 


1,031.0 


17.4% 

22.6% 
265.7% 

25.0% 
(8.6)% 


$   (28.3)      $1,097.4  $(1,125.7) 


The  1979  figures  have  been  restated  where  necessary  to  conform  to  1980  presentation. 

hUnder  authority  of  The  Municipal  Debt  Reduction  Act,  assented  to  on  June  28, 1979,  an  amount 
of  $1,031  million  was  charged  as  expenditure  -  statutory  appropriation  in  1979-80.  This  amount 
consisted  partly  of  cash  payments  to  municipalities  on  August  1,  1979  amounting  to  $383 
million  and  a  cash  payment  of  $69  million  to  Alberta  Municipal  Financing  Corporation  on 
August  1,  1979,  representing  the  excess  of  the  corporation's  municipal  debt  to  be  cancelled 
over  corporation  debentures  held  by  the  General  Revenue  Fund.  The  balance  of  $579  million 
was  applied  to  reduce  debt  owing  to  the  General  Revenue  Fund  on  August  1,  1979  by  Alberta 
Municipal  Financing  Corporation  ($533  million)  and  by  municipalities  ($46  million). 


3.2.2     The  following  provides  a  summary  of  the  transactions  accounting  for  the  increase  in  cash  and 
term  deposits  during  the  year  ended  March  31,  1980  with  comparative  figures  for  1979: 


Budgetary  surplus(deficit) 
Items  included  in  budgetary  surplus  (deficit) 
not  affecting  cash 

Cash  provided  by  budgetary  transactions 

Non  budgetary  transactions: 

f    Decrease  in  loans  and  advances 
Purchase  of  investments 
Debt  retirement  including  sinking  fund 
Increase  in  unearned  revenue  and  suspense 


Increase  in  cash  and  term  deposits 


1980  1979 
(Millions  of  Dollars) 


$  (28.3) 

207.2 
178.9 


36.1 
(180.5) 
(7.4) 
13.0 

(138.8) 


$1,097.4 

72.1 
1,169.5 


172.7 
(256.6) 

(35.2) 
 3A 

(115.7) 


$    40.1  $1,053.8 


■Net  repayment  of  loans  and  advances  to  government  funds  and  enterprises  and  others. 
The  1979  figures  have  been  restated  where  necessary  to  conform  to  1980  presentation. 
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3.2.3     The  following  provides  a  comparison,  in  summarized  form,  of  the  financial  results  for  the  year 
ended  March  31,  1980  with  the  1979-80  estimates. 

Over/Under 


Actual 

Estimates 

Estimates 

(Millions  of  Dollars) 

Revenue 

$5,668.2 

$5,255.4 

S 

412.8 

7.9% 

Expenditure: 

Votpd  a nnrnnriation<5 

d  R^l  7 

A  R91  9 

1  n  1 

I  U.  I 

9°/ 
.Z  /o 

Statutory  annmnriatinnQ 

1,165.2 

1,108.7 

DD.O 

c  10/ 
D.  1  /o 

Total  expenditure 

5  fi^fi  R 

»J,\JC/U.  «J 

66.6 

1.2% 

Budgetary  surplus  (deficit) 

(93  1\ 

346.2 

Items  included  in  budgetary  surplus 

(deficit)  not  affecting  cash 

207.2 

207.2 

Cash  provided  by  budgetary  transactions 

178.9 

(374.5) 

553.4 

Non  budgetary  transactions 

(138.8) 

(9.3) 

(129.5) 

Increase  in  cash  and  term  deposits 

$  40.1 

$  (383.8) 

s 

423.9 

During  the  1979-80  fiscal  year,  expenditure  estimates  were  supplemented  by  special  warrants 
totalling  $253.7  million,  for  a  total  of  $5,883.6  million.  Of  this  amount,  $19.0  million  was  required 
to  meet  liabilities  recorded  in  the  financial  statements  of  the  1 978-79  fiscal  year  leaving  $5,864.6 
million  available  for  the  1979-80  fiscal  year.  A  comparison  of  total  actual  expenditure  with  the 
$5,864.6  million  shows  that  authorized  funds  remained  unexpended  in  the  amount  of  $168.1 
million. 

3.2.4  The  following  shows  the  changes  in  Net  Assets  of  the  General  Revenue  Fund  during  the  years 
ended  March  31,  1979  and  I980: 

1980  1979 
(Millions  of  Dollars) 

Net  assets  at  beginning  of  year  $2,725.4  $1,628.0 

Budgetary  surplus  (deficit)  (28.3)  1,097.4 

Net  assets  at  end  of  year  $2,697.1  $2,725.4 

3.2.5  The  following  are  extracts  from  the  notes  to  the  financial  statements  of  the  General  Revenue 
Fund  relating  to  significant  accounting  policies  and  reporting  practices: 

(1)  "The  reporting  entity  is  the  General  Revenue  Fund.  Activities  of  Provincial  agencies  and 
regulated  funds  are  recorded  only  to  the  extent  of  advances  made  from  or  repaid  to  the 
General  Revenue  Fund,  contributions  to  cover  expenses  or  operating  deficits  and  repay- 
ments of  contributions  in  excess  of  current  requirements...."  (Note  2(a)) 

(2)  "Revenues  are  reported  on  an  accrual  basis  except  for  personal  and  corporate  income 
taxes  which  are  reported  on  a  cash  basis".  (Note  2(b)) 

(3)  "...all  pension  contributions  are  credited  as  revenue  to  the  General  Revenue  Fund  of  the 
Province  and  payments  required  underthe  Acts  are  made  through  appropriation  therefrom. 
The  pension  plans  are  therefore  on  a  current  cost  basis  and  no  liability  is  shown  in  the 
financial  statements  in  respect  of  the  present  or  future  benefits,  including  periodic  cost  of 
living  adjustments,  payable  under  the  Acts...."  (Note  2(b)) 

(4)  "No  provision  is  made  in  the  financial  statements  for  accrued  employee  vacation  entitle- 
ments, amounts  payable  under  The  Alberta  Income  Tax  Act,  commitments  under  con- 
struction or  other  contracts  and  agreements  in  force  at  the  year  end,  including  equipment 
capital  leases."  (Note  2(b)) 

(5)  "Consistent  with  the  reporting  of  capital  acquisitions  as  expenditure,  fixed  assets  are 
recorded  only  at  a  nominal  value  of  $l."  (Note  2(b)) 
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(6)  "An  actuarial  valuation  as  at  August  31,  1978  indicated  that  Teachers'  Retirement  Fund 
assets  will  be  insufficient  by  an  amount  of  approximately  $742,000,000  to  meet  the  liabilities 
of  the  fund."  (Note  8) 

(7)  "No  provision  has  been  made  in  the  financial  statements  for  contingent  liabilities  resulting 
from  litigation  and  guarantees."  (Note  9) 

Observations  and  recommendations  in  connection  with  the  reporting  practices  relating  to 
taxation  revenue  receivable  and  the  unfunded  liabilities  of  pension  plans  are  contained  in  sub- 
sections 2.6.1  and  2.4.5  respectively  of  this  report.  Furthermore,  recommendations  in  connec- 
tion with  the  non-inclusion  of  costs  relating  to  accommodation,  furniture,  fixtures  and  equip- 
ment in  program  delivery  costs  are  contained  in  sub-section  2.4.2. 

3.2.6  A  further  matter  to  be  borne  in  mind  with  regard  to  the  General  Revenue  Fund  Net  Assets 
balance  is  contained  in  the  note  relating  to  carrying  value  of  the  Province's  investment  in 
Pacific  Western  Airlines  Ltd.  This  note,  which  appears  in  Volume  I,  Schedule  2.4  of  the  Public 
Accounts  reads  as  follows: 

"The  investment  in  Pacific  Western  Airlines  Ltd.,  which  represents  99.82%  of  the  outstand- 
ing voting  shares,  has  not  been  adjusted  for  the  Province's  share  of  retained  earnings. 
Pacific  Western  Airlines  Ltd.  reported  earnings  for  the  year  ended  December  31,  1979  of 
$1 2,796,000  ( 1 978  —  $8,447,000)  and  retained  earnings  at  December  31 , 1 979  of  $40,1 71 ,000 
(1978  — $27,375,000)." 

3.2.7  The  following  comparative  summary  shows  revenue  by  major  source,  expenditure  —  voted 
appropriations  by  department  (over  $100  million)  and  expenditure  -  statutory  appropriations, 
on  a  per  capita  and  percentage  basis  and  budgetary  surplus  on  a  per  capita  basis  for  the  years 
ended  March  31,  1979  and  1980: 
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3.2.8     Non-Renewable  Resources  Revenue 


Revenue  derived  from  depleting  resources  is  of  major  significance  to  the  Province.  The  fol- 
lowing is  a  comparative  summary  of  non-renewable  resources  revenue,  before  allocation  to 
the  Alberta  Heritage  Savings  Trust  Fund,  and  the  percentage  such  revenue  is  of  total  revenue 
for  the  years  ended  March  31,  1980,  1979  and  1978. 


Royalties: 
Crude  oil 

Natural  gas  and  natural 

gas  by  products 
Synthetic  crude  oil 
Coal 

Sale  of  petroleum  and  natural 

gas  rights 
Rentals  and  fees 

Bonus  —  Alberta  Energy  Company 
Ltd.  (lease  of  Suffield 
petroleum  and  natural  gas 
rights) 


1980 


1979 


1978 


$1,899,884,534       $1,684,788,673  $1,338,186,313 


1,509,890,974 
46,247,009 
7,543,171 

3,463,565,688 

1,057,732,138 
71,268,079 


4,592,565,905 


Deduct: 

Credits  applied  against  amounts 
owing  to  the  Province: 
Exploratory  drilling  incentive 

program 
Geophysical  incentive  program 

Net  non-renewable  resources 
revenue 

Net  non-renewable  resources 

revenue  expressed  as  a  percentage 
of  General  Revenue  Fund  revenue 
before  allocation  to  the 
Alberta  Heritage  Savings 
Trust  Fund 


92,683,022 
6,099,241 

98,782,263 


1,182,922,922 
28,780,974 
18,237,838 

2,914,730,407 

677,514,338 
77,337,037 


9,000,000 
3,678,581,782 


70,710,302 
15,388,362 

86,098,664 


1,054,153,445 
25,644,390 
16,606,840 

2,434,590,988 

736,147,487 
72,127,998 


(9,000,000) 
3,233,866,473 


58,087,398 
17,072,708 

75,160,106 


$4,493,783,642       $3,592,483,118  $3,158,706,367 


64.05% 


60.18% 


60.94% 


Notes: 

The  above  summary  does  not  include  receipts  from  the  Government  of  Canada  under  the 
1974  oil  pricing  agreement. 

The  $9  million  bonus  (Alberta  Energy  Company  Ltd.)  was  an  adjustment  required  to  reflect 
accounting  policy  changes;  it  is  not  cash  received.  No  royalty  was  received  or  receivable  in 
respect  of  the  1 979-80  or  previous  fiscal  years  from  the  Syncrude  joint  venture  (see  sub-section 
3.4.6). 

3.2.9     The  Alberta  Income  Tax  Act 

Under  the  provisions  of  a  tax  collection  agreement,  the  Government  of  Canada  as  agent  of  the 
Province,  collects  for  and  on  behalf  of  the  Province  individual  and  corporation  income  taxes 
imposed  under  The  Alberta  Income  Tax  Act  during  the  term  of  the  agreement  and  remits 
amounts  in  respect  thereof  to  the  Province.  All  costs,  charges  or  expenses  incurred  in  the 
collection  of  taxes  by  the  Government  of  Canada  under  the  Provincial  Act  are  paid  by  the 
Government  of  Canada. 
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Under  The  Alberta  Income  Tax  Act,  individuals  who  have  paid  rent  are  eligible  for  a  renter 
assistance  credit.  This  credit  is  claimable  when  income  tax  returns  are  filed  with  the  Govern- 
ment of  Canada.  The  credit  is  deductible  from  income  tax  payable  or  where  the  credit  exceeds 
amounts  owing,  the  excess  is  payable  to  the  taxpayer.  In  addition  taxpayers  are  entitled  to 
claim  royalty  tax  rebates  or  credits  in  respect  of  the  1974  and  subsequent  taxation  years  and 
political  contributions  in  respect  of  the  1978  and  subsequent  taxation  years. 

Administration  fees  payable  to  the  Government  of  Canada  in  respect  of  the  renter  assistance 
credit,  and  royalty  tax  rebate  and  credit  programs  and  political  contributions,  as  well  as  the 
amounts  claimed  by  taxpayers  under  these  programs,  are  deductible  by  the  Government  of 
Canada  from  tax  payments  made  to  the  Province. 

The  following  is  an  analysis,  by  tax  assessment  year,  of  gross  income  tax  revenue,  renter 
assistance  credits,  royalty  tax  rebates  and  credits,  political  contributions  and  net  reported  tax 
revenue  for  the  years  ended  March  31,  1977  to  1980: 

Fiscal  year  received  credited  


Tax 
Assessment 
Year 


1976-77 


Individual  income  tax 


1975       $  40,763,327 


Less:  Renter  assistance  credits 


Royalty  tax  rebates 


Royalty  tax  credits 


Political  contributions 


Administration  fee 


1976 
1977 
1978 
1979 
1980 


1974 
1975 
1976 
1977 
1978 
1974 
1975 
1976 
1977 
1978 
1974 
1975 
1976 
1977 
1978 
1978 


361,147,600 
37,354,000 


1977-78 

$ 

20,486,698 
527,430,000 
51,814,000 


1978-79 

$ 

49,246,387 
581,966,000 
55,672,000 


87,953 
17,487,121 


128,958 
692,806 


402,288 
1,259,768 


20,058,894 
200,589 

20,259,483 


244,004 
19,261,212 


439,584 
577,176 


1,926,453 
3,377,083 


25,825,512 
258,255 

26,083,767 


369,613 
21,316,461 


130,161 
765,281 


948,698 
3,307,668 


26,837,882 
268,379 

27,106,261 


1979-80 


$ 


80,132,190 
656,933,000 
66,388,000 


439,264,927        599,730,698       686,884,387  803,453,190 


24,539,081 


1,654,282 


4,687,461 
233,634 

31,114,458 
311,145 

31,425,603 


Net  revenue 


$419,005,444      $573,646,931      $659,778,126  $772,027,587 
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Corporation  income  tax 


Tax 
Assessment 
Year 

1975 
1976 
1977 
1978 
1979 
1980 


Allocation  to  Utility  Companies 

Income  Tax  Rebates  Fund  under 
The  Utility  Companies  Income  Tax 
Rebates  Act,  1977,  section  3 


Less:  Royalty  tax  rebates 


Royalty  tax  credits 


Political  contributions 


Administration  fee 


1974 
1975 
1976 
1977 
1978 
1979 
1980 
1974 
1975 
1976 
1977 
1978 
1979 
1978 


1976-77 

$127,375,945 
236,365,400 
20,745,600 


384,486,945 


384,486,945 

49,227,494 
122,694,455 


18,845,625 
55,284,609 


246,052,183 


246,052,183 


Fiscal  year  received/credited 


1977-78 


$ 

(10,828,315) 
386,114,400 
37,187,500 


11,498,910 
23,273,155 
54,725,000 
5,590,500 


9,529,021 
43,505,074 


148,121,660 
250,000 


1978-79 


(236,252) 


113,137,754 
398,805,500 
40,296,000 


22,179,416 


36,062,231 
8,180,855 

74,409,500 
8,332,000 


31,630,654 
76,920,389 


235,535,629 
50,000 


148,371,660  235,585,629 


1979-80 


$  — 


405,926,000 
41,872,000 


412,473,585       552,003,002  447,798,000 


21,314,207 


412,473,585       529,823,586  426,483,793 


111,668,000 
11,248,000 


94,920,273 

29,727 
217,866,000 

50,000 
217,916,000 


Net  revenue 


$138,434,762      $264,101,925     $294,237,957  $208,567,793 


As  indicated  in  the  preceding  summary,  taxes  relating  to  the  various  tax  assessment  years  are  received 
over  a  three  year  period.  When  tax  returns  are  not  assessed  by  a  specified  cut-off  date  they  are  included 
with  the  next  assessment  year's  returns  and  finalization  of  transactions  relating  to  the  returns  carried 
forward  is  therefore  delayed  another  year. 
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3.2.10  The  following  provides  explanations  for  the  more  significant  variations  in  revenue  between 
the  1978-79  and  1979-80  fiscal  years: 

Increase/ 

(Decrease)  % 
(Millions  of  Dollars) 

Non-renewable  resources  royalties  $549  65.5 

—  general  price  increases  and  increase  in  Crown  production. 

Bonuses  and  sales  of  Crown  leases  371  44.2 

—  23%  increase  in  average  sales  price  per  hectare  and  28% 
increase  in  hectares  sold. 


920  109.7 

Allocation  to  Alberta  Heritage  Savings  Trust  Fund                         (207)  (24.7) 

—  increase  in  non-renewable  resources  revenue. 

713  85.0 

Individual  income  tax                                                                112  13.3 

—  increase  in  taxable  income  of  individuals  resident  in  the 
Province  of  Alberta. 

Interest                                                                                   76  9.1 

—  higher  prevailing  interest  rates  and  increase  in  funds 
available  for  investment. 

Pension  fund  contributions  (51)  (6.0) 

—  the  net  assets  of  the  Academic  Pension  Plan  Fund  of  the 
University  of  Alberta  as  at  January  30,  1978  totalling  $69 
million  were  transferred  to  the  General  Revenue  Fund  and 
treated  as  revenue  in  1978-79. 

Corporation  income  tax  (86)  (10.1) 

—  a  delay  by  the  Government  of  Canada  in  processing  the 

1978  tax  returns  resulted  in  a  reduction  in  its  estimate  of 
the  instalment  payments  due  to  Alberta  in  the  1979-80 
fiscal  year.  In  addition,  a  6%  small  business  deduction  was 
allowed  Canadian  controlled  private  companies  for  the 

1979  taxation  year. 

Miscellaneous  revenue  75  8.7 

Total  increase  in  revenue  $839  100.0 

3.2.11   The  following  provides  explanations  for  the  more  significant  variations  in  expenditure-voted 
appropriations  between  the  1978-79  and  1979-80  fiscal  years. 

Increase/ 

(Decrease)  % 
(Millions  of  Dollars) 

Advanced  Education  and  Manpower  —  Assistance  to 

higher  and  further  educational  institutions  $  53  6.3 

—  $19  million  increase  in  capital  grants  to  universities,  also, 
10%  increase  in  operating  grants  to  universities  and 
colleges,  and  in  operation  costs  of  the  Northern  and 
Southern  Alberta  Institutes  of  Technology. 

Culture  —  75th  anniversary  celebrations 

—  new  program  to  celebrate  Alberta's  75th  anniversary.  46  5.5 


Carried  forward  99  11.8 
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Brought  forward 


99 


11.8 


Education  —  Financial  assistance  to  schools  63  7.5 

—  $44  million  increase  in  provincial  contributions  to  the 
School  Foundation  Program  Fund. 

Environment  —  Land  conservation  42  5.0 

—  increase  in  purchases  of  land. 

Environment  —  Pollution  prevention  and  control  34  4.1 

—  increased  Municipal  Water  and  Sewage  Management 
program  costs. 

Hospitals  and  Medical  Care  —  Financial  assistance  for  active 

care  67  8.0 

—  14.8%  increase  in  operating  grants  due  to  rising  costs  of 
operating  active  care  hospitals. 

Hospitals  and  Medical  Care  —  Health  Care  Insurance  18  2.2 

—  Rate  increase  for  medical  practitioners  required  increased 
grant  to  the  Health  Care  Insurance  Fund. 

Housing  and  Public  Works  —  Planning  and  Implementation  of 

construction  projects  67  8.0 

—  General  increase  in  construction  activity,  also,  $28  million 
for  two  building  sites  and  increases  in  construction  costs 
at  the  Northern  Alberta  Institute  of  Technology  ($1 1 
million)  and  Legislature  grounds  ($9  million). 

Housing  and  Public  Works  —  Policy  development  and 

financial  assistance  for  housing  18  2.2 

—  increase  in  home  improvement  grants  due  to 
implementation  of  the  Alberta  Pioneer  Repair  program. 

Transportation  —  Construction  and  maintenance  of  highways  60  7.2 

—  special  warrants  for  projects  extended  through  November 
1979  due  to  favourable  weather  conditions  ($22.7  million). 

—  newly  commenced  "Resources  Roads"  program  ($19.3 
million)  and  other  increases  in  program  costs  ($18.0 
million). 

Transportation  —  Urban  transportation  financial  assistance  44  5.3 

—  expenditure  increases  on  grants  for:  arterial  road  systems 
($7.5  million),  public  transit  systems  ($10.7  million),  transit 
operating  assistance  ($6.0  million),  continuous  corridors 
($9  million)  and  railway/highway  separation  ($7.5  million). 

Treasury  —  Public  Service  Pension  Administration  16  1.9 

—  $9  million  increase  in  pensions  paid  under  the  Local 
Authorities  and  Public  Service  Pension  Acts. 

Utilities  and  Telephones  —  Natural  gas  price  protection  for 

Albe,tans  33  3.9 

—  increased  grants  to  cover  the  effect  of  natural  gas  price 
increases  to  consumers. 

Miscellaneous  275  32.9 

Total  increase  in  expenditure  —  voted  appropriations  $836  100.0 
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3.2.12  The  following  expenditures  and  liabilities  were  incurred  during  the  1979-80  fiscal  year  without 
specific  legislative  and  executive  authority.  However,  in  accordance  with  section  32(4)  of  The 
Financial  Administration  Act,  1977,  these  amounts  will  be  charged  against  the  supply  votes  for 
the  1980-81  fiscal  year. 

Amount 


Energy  and  Natural  Resources  —  Vote  9  —  Oil  Sands 
Research  Management  Fund 


$  14,828 


Municipal  Affairs  —  Vote  3  —  Alberta  property  tax  reduction 
plan,  rebates  to  individuals 


1,792,418 


Transportation  —  Vote  2  —  Construction  and  maintenance  of  highways 


773,769 


3.3 
3.3.1 


Transportation  —  Vote  4  —  Construction  and  maintenance  of  airport  facilities 
Treasury  —  Vote  6  —  Public  Service  Pension  Administration 

ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 


56,198 
104,282 
$2,741,495 


The  audited  financial  statements  of  the  Alberta  Heritage  Savings  Trust  Fund  are  included  in 
Section  4  of  Volume  1  of  the  Public  Accounts  of  the  Province  of  Alberta.  The  following  is  a 
comparative  summary  of  the  Statement  of  Income,  Expenditure,  Transfers  and  Fund  Equity 
for  the  year  ended  March  31,  1980,  contained  therein: 


Income  and  Retained  Earnings: 
Investment  income 
Administrative  expenses 

Net  income  for  the  year 

Retained  earnings  at  beginning  of  year 

Retained  earnings  at  end  of  year 

Transfers  from  the  General  Revenue  Fund  of  the 
Province  of  Alberta: 
Non-renewable  resources  revenue  transfer  for  the  year 
Cumulative  transfers  at  beginning  of  year 

Cumulative  transfers  at  end  of  year 
Fund  equity  at  end  of  year 

Represented  by: 
Net  assets 
Deemed  assets 


1980  1979 
(Millions  of  Dollars) 


$  344 

 I 

343 
575 

918 


1,332 
4,111 

5,443 
$6,361 


$5,627 
734 
$6,361 


$  295 
 1_ 

294 
281 

575 


1,060 
3,051 

4,111 
$4,686 

$4,431 
255 
$4,686 


3.3.2  The  following  relating  to  significant  accounting  policies  and  reporting  practices  is  disclosed 
in  the  notes  to  the  financial  statements  of  the  Alberta  Heritage  Savings  Trust  Fund.  The  impact 
of  this  information  must  be  taken  into  account  when  considering  the  Fund  Equity  balance: 

"Note  2    Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  have  been  prepared  in  accordance  with  generally 
accepted  accounting  principles  except  that: 

(i)    The  item  shown  on  the  balance  sheet  as  "Capital  Projects  Division  invest- 
ments" represents  the  aggregate  amount  expended  from  November4, 1976 
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to  March  31,  1980  under  the  authority  of  "Appropriation  Acts"  passed  pur- 
suant to  section  6(2)(a)  of  The  Alberta  Heritage  Savings  Trust  Fund  Act. 
The  "Capital  Projects  Division  investments"  do  not  represent  assets  owned 
by  the  Alberta  Heritage  Savings  Trust  Fund.  These  investments  are  deemed 
to  be  assets  of  the  Trust  Fund  with  a  value  equal  to  the  amounts  expended, 
pursuant  to  section  6(5)(a)  of  The  Alberta  Heritage  Savings  Trust  Fund  Act. 

(ii)  The  investment  in  the  Alberta  Energy  Company  Ltd.  (included  in  the  Alberta 
Investment  Division)  which  represents  50%  of  the  outstanding  voting  shares 
of  the  Company  has  not  been  adjusted  for  the  Fund's  share  of  retained 
earnings.  The  Company  reported  earnings  for  the  year  ended  December 
31,  I979  of  $27,422,000  (1978  —  $18,786,000)  and  retained  earnings  at  De- 
cember 31,  1979  of  $68,729,000  (1978  —  $45,842,000).  Dividend  income 
received  on  this  investment  in  the  year  ended  March  31,  1980  of  $2,268,000 
(1979  —  $  Nil)  has  been  included  in  the  Fund's  investment  income  for  the 
year." 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
a  recommendation  relative  to  the  reporting  practice  employed  for  deemed  assets.  That  rec- 
ommendation, together  with  a  response  by  the  Provincial  Treasurer,  is  contained  in  sub-section 
2.4.1  of  this  report. 

3.3.3  In  the  consolidated  financial  statements  of  the  Province  of  Alberta,  the  financial  statements  of 
the  Alberta  Heritage  Savings  Trust  Fund  are  adjusted  to  a  basis  consistent  with  the  accounting 
policies  of  the  General  Revenue  Fund,  which  results  in  deemed  assets  being  written  off  as 
expenditures. 

3.3.4  The  following  summary  compares  the  financial  results  of  the  Alberta  Heritage  Savings  Trust 
Fund  for  the  year  ended  March  31 ,  1980  with  the  estimates  appearing  in  the  Summary  Financial 
Plan  table  in  the  1979  Budget  Address  (adjusted  by  $306  million  supplementary  Capital  Projects 
Division  investment  approval): 

Over(under) 

Actual  Estimates  Estimates 


(Millions  of  Dollars) 

Revenue  allocated  to  the  Fund 

$1,332 

$1,184 

$148 

12.5 

Net  income  from  investments 

343 

375 

(32) 

(8.5) 

Total 

1,675 

1,559 

116 

7.4 

Investment  commitments 

661 

719 

(58) 

(8.1) 

Surplus  available  for  investment 

$1,014 

$  840 

$174 

20.7 

Expenditure  commitments  were  approved  for  the  1979-80  fiscal  year  in  the  amount  of  $719 
million:  $536  million  in  Capital  Projects  Division  investments  and  $183  million  in  Alberta  In- 
vestment Division  investments.  Expenditures  on  Capital  Projects  Division  investments  during 
the  year  aggregated  $478  million  leaving  an  unexpended  balance  of  the  funds  appropriated 
in  the  amount  of  $58  million. 

Investment  purchases  of  the  Alberta  Investment  Division  during  the  year  included  the  amount 
of  $183  million  referred  to  above  as  previously  committed. 

The  following  is  a  reconciliation  of  the  allocation  to  the  Alberta  Heritage  Savings  Trust  Fund 
deducted  from  General  Revenue  Fund  revenue,  with  the  transfer  reported  by  the  Trust  Fund 
for  the  years  ended  March  31,  1980  and  1979:  tggg  1979 

(Millions  of  Dollars) 


Allocation  to  Trust  Fund  deducted  from  General 
Revenue  Fund  revenue: 
Amount  transferred 
Amount  to  be  transferred 

Carried  forward 


$1,250.8  $1,032.9 
96.8  81.7 

1,347.6  1,114.6 
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Brought  forward  1,347.6  1,114.6 

Adjustment  for  over  transfer  in  1978  -  26.1 

1,347.6  1,140.7 

Adjustment  to  reconcile  the  accrual  basis  of  accounting 
used  by  the  General  Revenue  Fund  with  the  cash 
received  basis  used  by  the  Alberta  Heritage 
Savings  Trust  Fund: 

Adjustment  at  beginning  of  year  81.7  — (a) 

Adjustment  at  end  of  year  (96.8)  (81.7) 

Transfer  to  be  reported  by  the  Trust  Fund  1,332.5  1,059.0 

Amendment  for  prior  period  adjustment  (0.7)  0.7(b) 

Transfer  reported  by  Alberta  Heritage  Savings  Trust  Fund  $1,331.8  $1,059.7 

(a)  The  effect  of  the  receivables  of  the  General  Revenue  Fund  at  March  31,  1978  had  been 
reported  in  Public  Accounts  1978-79  in  the  Statement  of  Budgetary  Revenue  within  the 
item  "Adjustment  to  reflect  change  in  accounting  policy". 

(b)  This  adjustment  was  required  pursuant  to  section  5(6)  of  The  Alberta  Heritage  Savings  Trust 
Fund  Act  to  make  the  amount  of  the  non-renewable  resources  revenue  in  the  Alberta 
Heritage  Savings  Trust  Fund  for  the  year  ended  March  31,  1979  equal  to  30%  of  the 
non-renewable  resources  revenue  received  in  that  year. 

The  amount  represents  30%  of  all  adjustments  to  the  non-renewable  resources  revenue 
received  by  the  General  Revenue  Fund  in  the  year  ended  March  31,  1979  made  after  the 
finalization  of  the  financial  statements  of  the  Alberta  Heritage  Savings  Trust  Fund  for  that 
year,  but  prior  to  the  finalization  of  the  1978-79  Public  Accounts. 

3.4       CONSOLIDATED  FINANCIAL  STATEMENTS  OF  THE  PROVINCE  OF  ALBERTA 

3.4.1  The  consolidated  financial  statements  of  the  Province  for  the  year  ended  March  31,  1980  are 
published  in  section  1  of  Volume  I  of  the  Public  Accounts. 

3.4.2  The  consolidated  financial  statements  of  the  Province  are  not  prepared,  nor  do  they  purport 
to  be  prepared,  in  accordance  with  generally  accepted  accounting  principles.  Instead,  the 
accounting  and  reporting  bases  employed  are  described  in  Note  1  to  the  consolidated  financial 
statements  under  the  heading  Summary  of  Significant  Accounting  Policies  and  Reporting 
Practices. 

Similarly,  the  consolidation  does  not  conform,  in  several  respects,  to  a  consolidation  performed 
in  accordance  with  generally  accepted  accounting  principles.  Essentially,  the  consolidated 
financial  statements  of  the  Province  represent  an  aggregation  of  the  financial  statements  of 
those  entities  subject  to  section  77  of  The  Financial  Administration  Act,  1977,  with  one  exception 
(see  (2)  below). 

A  consolidation  in  accordance  with  generally  accepted  accounting  principles  would  involve  the 
aggregation  of  the  financial  statements  of  the  parent  entity  with  the  financial  statements  of  its 
subsidiary  entities  on  a  line-by-line  basis.  Corresponding  items  of  assets,  liabilities,  revenues 
and  expenditures  would  be  added  together  and  interentity  balances  and  transactions  would 
be  eliminated. 

The  methods  employed  to  consolidate  the  financial  statements  of  the  Province,  however,  depart 
from  a  consolidation  in  accordance  with  generally  accepted  accounting  principles  in  the  fol- 
lowing significant  respects: 

(1)  The  consolidation  does  not  include  the  financial  statements  of  the  Provincially  owned 
universities,  colleges,  hospitals  and  certain  related  funds  (see  sub-section  4.1.5  of  this 
report)  which  are  exempted  from  inclusion  in  Public  Accounts  by  section  2(5)  of  The 
Financial  Administration  Act,  1977. 

(2)  The  consolidation  does  not  include  the  financial  statements  of  the  Board  of  Trustees  of 
Northland  School  Division  No.  61.  Although  the  Division  is  a  Provincial  corporation,  no 
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surplus  or  deficit  arises  from  its  operations,  and  accordingly,  its  inclusion  in  the  consoli- 
dated statements  would  have  no  significant  effect  on  the  financial  results  of  the  Province. 

(3)  The  consolidation  does  not  include  the  financial  statements  of  Pacific  Western  Airlines 
Ltd.,  or  Two  Hills  Chemical  Co.  Ltd.,  in  which  the  Province  holds  a  majority  of  the  voting 
shares,  and  which  could  therefore  be  considered  subsidiary  entities.  Similarly,  it  does  not 
include  the  financial  statements  of  the  Alberta  Energy  Company  Ltd.,  in  which  the  Province 
holds  50%  of  the  voting  shares  and  which  might  be  considered  a  subsidiary  entity  de- 
pending upon  the  degree  of  influence  exercised  in  its  affairs  by  the  Province.  Since  these 
three  companies  are  not  "Provincial  corporations",  they  are  not  subject  to  section  77  of 
The  Financial  Administration  Act,  1977  and  are  therefore  excluded  from  Public  Accounts. 

(4)  The  Treasury  Department  has  designated  the  following  entities  "commercial  enterprises": 

Alberta  Liquor  Control  Board, 

Alberta  Terminals  Ltd., 

The  Alberta  General  Insurance  Company, 

The  Alberta  Government  Telephones  Commission, 

The  Workers'  Compensation  Board, 

Treasury  Branches  Deposits  Fund. 

The  assets  and  liabilities  of  these  commercial  enterprises  are  not  aggregated  in  the  con- 
solidated statement  of  realizable  assets,  liabilities  and  net  assets  (balance  sheet)  on  a  line- 
by-line  basis,  but  are  recorded  therein  on  an  equity  accounting  basis. 

(5)  The  consolidated  statement  of  financial  results  does  not  contain  the  revenues  and  ex- 
penditures of  consolidated  entities  aggregated  on  a  line-by-line  basis.  Instead  it  contains 
the  summarized  revenues  and  expenditures  of  the  General  Revenue  Fund,  together  with 
the  summarized  net  income  (losses)  of  the  other  consolidated  entities. 

(6)  Elimination  of  interentity  balances  and  transactions  is  limited  to  financing  transactions 
between,  and  related  asset  and  liability  accounts  of,  consolidated  entities. 

3.4.3  The  contents  of  the  preceding  sub-section  should  not  be  interpreted  as  criticism.  These  com- 
ments are  intended  to  provide  the  reader  with  an  outline  of  the  more  significant  differences 
between  the  methods  employed  by  the  Province,  and  the  methods  normally  used  when  con- 
solidating groups  of  commercial  companies.  The  methods  of  consolidation,  the  bases  of  ac- 
counting and  those  entities  which  have  and  have  not  been  included  in  the  consolidation,  are 
explained  and  described  in  Note  1  to  the  consolidated  financial  statements. 

Changes  and  improvements  will  undoubtedly  be  made  to  the  consolidated  financial  statements 
in  future  years.  Nevertheless,  in  the  opinion  of  the  Auditor  General,  the  accounting  bases  and 
methods  of  consolidation  presently  employed  are  reasonable  and  appropriate  in  the  circum- 
stances. Consolidated  financial  statements  of  this  nature  provide  a  considerably  more  inform- 
ative basis  upon  which  to  judge  the  overall  financial  affairs  of  the  Province  than  the  financial 
statements  published  prior  to  1978-79. 

It  should  be  noted  that  because  of  various  accounting  adjustments  and  the  elimination  of 
interentity  balances,  it  is  not  possible  in  all  cases  to  directly  relate  figures  appearing  in  the 
financial  statements  of  the  accounting  entities  consolidated  with  figures  appearing  in  the  con- 
solidated financial  statements. 

3.4.4  In  September  I976,  the  Canadian  Institute  of  Chartered  Accountants  Study  Group  on  the  Fi- 
nancial Reporting  Practices  of  Governments  was  established.  The  Study  Group  undertook  a 
Research  Study  of  the  present  accounting  and  reporting  practices  of  the  federal  and  provincial 
governments  and  the  objectives  and  concepts  underlying  these  practices.  The  report  of  the 
Study  Group  was  issued  recently. 

The  involvement  of  the  Office  of  the  Controller  and  the  Audit  Office  in  the  Institute  Study  Group 
and  its  research  task  forces  has  influenced  the  method  of  consolidation  and  the  bases  of 
accounting  used  in  preparing  the  consolidated  financial  statements  of  the  Province  of  Alberta. 
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3.4.5  For  information  purposes,  the  following  is  a  summary  of  the  financial  results  disclosed  by  the 
Consolidated  Financial  Statements  for  the  year  ended  March  31, 1980,  with  comparative  figures 
for  1979: 


1980 

1979 

(Millions  of  Dollars) 

Departmental  budgetary  surplus  (deficit) 

•fc    (?R  ?) 

O  VZ.O.O/ 

<£  1  0Q7  A 

Net  income  (loss)  of  consolidated  entities: 

ncyuidLcu  lUllUo 

1,498.3 

1,320.1 

P rr\\i i  n r* i  a  1  rnrnnr^tinnc 
riUVINUIdl  UUipUldUUlib 

13.8 

(57.1) 

Provincial  committees 

0.2 

1.1 

Income  retained  by  commercial  enterprises 

A?  ? 

H/  .O 

Consolidated  net  revenue 

1,526.2 

2,409.3 

Items  included  in  consolidated  net  revenue 

not  affecting  cash 

178.4 

(89.6) 

Cash  provided  by  operations 

1,704.6 

2,319.7 

Financing  transactions: 

1,047.2 

341.2 

Disbursements 

2,031.5 

1,500.5 

(984.3) 

(1,159.3) 

Increase  in  cash  and  term  deposits 

$  720.3 

$  1,160.4 

The  1979  figures  have  been  restated  where  necessary  to  conform  to  1980  presentation. 

The  following  shows  the  consolidated  "net  assets" 

at  the  end  of  the  year  compared  with  the 

previous  year: 

1980 

1979 

(Millions  of  Dollars) 

Net  assets  at  beginning  of  year  as  previously  stated 

$7,053.7 

$4,645.4 

Prior  period  adjustment 

1.1 

0.1 

Net  assets  at  beginning  of  year 

7,054.8 

4,645.5 

Consolidated  net  revenue 

1,526.2 

2,409.3 

Net  assets  at  end  of  year 

$8,581.0 

$7,054.8 

3.4.6     The  following  rights  and  obligations  accrue  to  the  Province  pursuant  to  its  participation  in  the 
Syncrude  joint  venture: 

Under  the  terms  of  agreements  dated  February  1975,  the  Province  of  Alberta  acquired,  and 
subsequently  transferred  to  the  Alberta  Heritage  Savings  Trust  Fund,  a  10%  equity  interest  in 
the  Alberta  joint  venture  (more  commonly  referred  to  as  the  Syncrude  joint  venture).  On  August 
30,  1979,  the  Alberta  Energy  Company  Ltd.,  exercised  a  previously  acquired  option  to  purchase 
20%  of  the  equity  of  the  joint  venture  from  the  participants  on  a  pro-rata  basis.  This  resulted 
in  the  Province's  direct  interest  in  the  equity  of  the  Syncrude  joint  venture  being  reduced  to 
8%  as  from  that  date. 

Also  pursuant  to  the  above  mentioned  agreements,  the  Alberta  Heritage  Savings  Trust  Fund 
loaned  $100  million  each  to  Gulf  Canada  Ltd.,  and  Canada-Cities  Service  Ltd.,  both  of  which 
are  participants  in  the  Syncrude  joint  venture.  These  loans  are  secured  by  debentures  which 
are  convertible  at  the  holder's  option  to  an  interest  in  the  borrower's  equity  in  the  joint  venture 
at  any  time  before  March  1,  1984.  In  the  event  that  the  Province  exercises  this  option  fully, 
capitalized  interest  to  March  1,  1979  in  the  amount  of  $36  million  will  be  treated  as  part  of  the 
option  consideration. 

The  participants  in  the  Syncrude  joint  venture  are  committed  to  provide  financing  for  offsite 
accommodation  for  Syncrude  Canada  Ltd.,  employees.  Northward  Developments  Ltd.,  is  a 
company  formed  for  the  purpose  of  providing  offsite  housing  and  is  owned  by  the  participants 
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in  the  same  ratio  that  they  participate  in  the  Syncrude  joint  venture.  At  March  31,  1980  it  was 
estimated  that  capital  costs  to  complete  offsite  housing  projects  amounted  to  $44  million. 


Responsibility  for  construction  of  a  utilities  plant  to  service  the  Syncrude  Project  was  assumed 
by  A.E.C.  Power  Ltd.,  an  Alberta  company  in  which  Alberta  Energy  Company  Ltd.,  holds  two- 
thirds  of  the  issued  share  capital.  Under  the  authority  of  Order  in  Council  602/76  dated  June 
1,  1976,  the  Province  has  guaranteed  loans  (including  accrued  interest)  to  A.E.C.  Power  Ltd., 
which  at  March  31,  1980  amounted  to  approximately  $245  million.  The  guarantees  become 
effective  if,  at  any  time,  the  joint  venture  participants  give  notice  to  A.E.C.  Power  Ltd.,  that  the 
Syncrude  Project  has  been  abandoned. 

Responsibility  for  construction  or  acquisition  of  a  pipeline  for  the  transportation  of  synthetic 
crude  oil  was  assumed  by  Alberta  Oil  Sands  Pipeline  Ltd.,  an  Alberta  company  wholly  owned 
by  Alberta  Energy  Company  Ltd.  If  at  any  time  the  Syncrude  joint  venture  participants  give 
notice  to  the  Company  that  the  Syncrude  Project  has  been  abandoned,  the  participants  are 
committed  to  guarantee  (in  their  participation  ratio)  repayment  of  any  outstanding  debt  incurred 
by  the  Company  for  the  financing  of  the  pipeline. 

The  participants  in  the  Syncrude  joint  venture  have  entered  into  an  agreement  covering  the 
construction,  financing  and  operation  of  a  natural  gas  pipeline  to  supply  natural  gas  to  the 
Syncrude  Project.  In  the  event  of  abandonment  of  either  the  Syncrude  Project  or  the  pipeline, 
the  Syncrude  joint  venture  participants  may  be  required  to  repay  (in  their  participation  ratio) 
any  amounts  owing  with  respect  to  the  bonds  issued  to  finance  the  pipeline  construction. 
Furthermore,  in  the  event  of  default  by  the  pipeline  operator,  the  participants  may  purchase, 
at  fair  market  value,  the  operator's  interest  in  the  operating  equipment  and  may  assume  the 
operator's  rights  and  obligations  under  the  pipeline  lease  agreement. 

Under  the  terms  of  the  Alberta  Crown  Agreement,  which  stipulates  the  basis  of  calculation  of 
the  Province's  royalty  relating  to  the  Syncrude  Project,  the  Project  was  deemed  to  have  entered 
its  operating  phase  on  March  1,  1979.  From  that  date,  the  Province  had  a  direct  50%  interest, 
in  lieu  of  royalty, in  the  deemed  net  profits  of  the  joint  venture.  At  the  discretion  of  the  Province, 
the  50%  interest  may  be  taken  in  product  and  sold  directly,  or  sold  by  the  participants  on  behalf 
of  the  Province.  The  Province  has  an  irrevocable  option,  which  may  be  exercised  once  only, 
and  after  March  1,  1984,  to  convert  its  50%  interest  in  the  deemed  net  profit  to  a  7  1/2%  interest 
in  the  gross  production  of  the  Project.  This  interest  also  may  be  taken  in  product  and  sold 
directly,  or  sold  by  the  other  participants  on  behalf  of  the  Province.  Both  of  the  above  interests 
are  subject  to  a  requirement  that  30%  of  the  Province's  revenue  from  non-renewable  resources 
be  transferred  to  the  Alberta  Heritage  Savings  Trust  Fund,  providing  that  the  transfer  is  au- 
thorized by  a  special  act. 

By  virtue  of  its  8%  interest  in  the  joint  venture,  the  Province  of  Alberta  (through  the  Alberta 
Heritage  Savings  Trust  Fund)  has  an  8%  interest  in  the  venture's  production  and  is  responsible 
for  a  proportionate  share  of  costs  and  expenditures  incurred  in  connection  with  the  operation 
of  the  joint  venture. 

3.4.8  Indirect  liabilities  (contingent  liabilities)  disclosed  in  the  General  Revenue  Fund  and  Consoli- 
dated financial  statements  were  $4,220.6  million  and  $441.9  million  respectively  (1979:  $3,813.5 
million  and  $481.3  million).  The  following  statement  reflects  the  accounting  adjustments  re- 
quired for  consolidation  purposes  as  at  March  31,  1979  and  1980:  tggp  1979 

(Millions  of  Dollars) 

Indirect  liabilities  in  the  General  Revenue 

Fund  financial  statements  $4,220.6  $3,813.5 

Deduct  net  guaranteed  debt  of  Provincial 
corporations  and  commercial  enterprises 
included  above,  eliminated  on  consolidation: 

Treasury  Branches  Deposits  Fund  1,882.8  1,496.5 

Alberta  Municipal  Financing  Corporation  1,547.4  1,385.0 

Alberta  Government  Telephones  Commission  265.5  374.2 

Alberta  Housing  Corporation  1 13.2  134.8 

Carried  forward  3,808.9  3,390.5 
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Brought  forward 

Alberta  Resources  Railway  Corporation 
Alberta  Home  Mortgage  Corporation 


Guaranteed  debt  of  outside  organizations  and  individuals 

Add  debt  of  outside  organizations  and  individuals 

guaranteed  by  the  following  Provincial 

Corporations,  not  included  in  indirect 

liabilities  in  the  General  Revenue  Fund 

financial  statements: 
Alberta  Agricultural  Development  Corporation 
Alberta  Home  Mortgage  Corporation 
Alberta  Opportunity  Company 


Indirect  liabilities  in  the  Consolidated 
financial  statements 


3,808.9 

78.1 

 3,2 

3,890.2 
330.4 


105.7 
5.1 

 0/7 

111.5 


3,390.5 

79.8 
 02 

3,470.5 

343.0 


135.9 
1.6 
 08 

138.3 


$  441.9       $  481.3 


As  indicated  in  the  foregoing  statement,  indirect  liabilities  disclosed  in  the  Consolidated  financial 
statements  consist  only  of  amounts  payable  by  outside  organizations  and  individuals  guaranteed  by 
the  Province  of  Alberta. 
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4.0 


WORK  OF  THE  AUDIT  OFFICE 


4.1        THE  AUDITOR  GENERAL  AS  AUDITOR 

4.1.1  Section  12(a)  of  The  Auditor  General  Act  appoints  the  Auditor  General  auditor  of  every  de- 
partment, regulated  fund,  revolving  fund  and  provincial  agency.  In  addition,  section  12(b)  em- 
powers the  Auditor  General,  with  the  approval  of  the  Select  Standing  Committee  on  Legislative 
Offices  to  be  appointed  auditor  by  a  Crown-controlled  organization  or  any  other  organization 
or  body. 

4.1.2  Pursuant  to  the  provisions  of  section  12(b)  of  The  Auditor  General  Act,  the  Select  Standing 
Committee  on  Legislative  Offices  approved  the  Auditor  General's  appointment  as  auditor  of 
the  following  entities: 

Alberta  Helium  Limited 

Canadian  Energy  Research  Institute 

Canadian  Institute  of  Resources  Law 

Coal  Mining  Research  Centre 

Computer  Modelling  Group 

Foothills  Hospital  Employees'  Charity  Fund 

Foothills  Hospital  Foundation 

Hydrocarbon  Research  Centre 

New  Western  Film  &  Television  Foundation 

Petroleum  Recovery  Institute 

Sulphur  Development  Institute  of  Canada  (SUDIC) 

The  Canadian  Association  of  Youth  Orchestras 

The  University  of  Alberta  Foundation 

University  Hospital  Foundation 

University  of  Alberta  Hospital  Employees'  Benevolent  Fund 
University  of  Alberta  Hospital  Employees'  Charity  Trust 

The  Auditor  General  acted  as  auditor  of  the  above  entities  at  the  request  of  management. 
Since  in  these  instances  there  is  no  direct  accountability  to  the  Legislative  Assembly,  it  is  not 
considered  appropriate  to  reproduce  the  audited  financial  statements  in  this  report;  neither 
have  they  been  included  in  the  Public  Accounts  of  the  Province. 

4.1 .3  In  addition  to  the  entities  covered  by  section  1 2  of  The  Auditor  General  Act,  the  Auditor  General 
is  also  auditor  of  fourteen  irrigation  districts  operating  under  the  authority  of  The  Irrigation 
Act,  Chapter  192,  Revised  Statutes  of  Alberta  1970.  These  irrigation  districts  are  not  provincially 
owned  but  receive  cost-sharing  funding  for  capital  improvements  from  the  Province  of  Alberta, 
particularly  from  the  Alberta  Heritage  Savings  Trust  Fund.  The  Auditor  General  is  appointed 
auditor  of  these  districts  under  section  43  of  The  Irrigation  Act.  The  irrigation  districts  concerned 
are  as  follows: 

Aetna  Irrigation  District 

Bow  River  Irrigation  District 

Eastern  Irrigation  District 

Leavitt  Irrigation  District 

Lethbridge  Northern  Irrigation  District 

Macleod  Irrigation  District 

Magrath  Irrigation  District 

Mountain  View  Irrigation  District 

Raymond  Irrigation  District 

Ross  Creek  Irrigation  District 

St.  Mary  River  Irrigation  District 

Taber  Irrigation  District 

United  Irrigation  District 

Western  Irrigation  District 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  included, 
in  Appendix  I  thereto,  the  audited  financial  statements  of  these  irrigation  districts.  Since  they 
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are  independently  incorporated  with  no  direct  accountability  to  the  Legislative  Assembly,  the 
Auditor  General  has  exercised  his  discretionary  powers  pursuant  to  sub-section  19(3)(b)  of  The 
Auditor  General  Act  and  not  included  the  audited  financial  statements  in  this  report. 

4.1.4  The  Public  Accounts  for  the  fiscal  year  ended  March  31,  1980  contain  the  audited  consolidated 
financial  statements  of  the  Province  of  Alberta,  the  audited  financial  statements  of  the  General 
Revenue  Fund  and  the  audited  financial  statements  of  the  following  provincial  agencies,  re- 
volving funds  and  regulated  funds: 

Advanced  Education  and  Manpower: 
Students  Finance  Board 

Agriculture: 

Agricultural  Research  Council  of  Alberta 
Alberta  Agricultural  Development  Corporation 
Alberta  Agricultural  Research  Trust 
Alberta  Hail  and  Crop  Insurance  Corporation 
Irrigation  Land  Manager 

The  Horned  Cattle  Purchases  Act  Trust  Account 
Wheat  Board  Money  Trust  Account 

Attorney  General: 

Motor  Vehicle  Accident  Claims  Fund 
Public  Trustee 

Consumer  and  Corporate  Affairs: 

The  Alberta  General  Insurance  Company 

Culture: 

Culture  Revolving  Fund 

Glenbow-Alberta  Institute 

The  Alberta  Art  Foundation 

The  Alberta  Cultural  Heritage  Foundation 

The  Alberta  Foundation  for  the  Performing  Arts 

The  Alberta  Historical  Resources  Foundation 

The  Government  House  Foundation 

Education: 

School  Book  Branch 

School  Foundation  Program  Fund 

Teachers'  Retirement  Fund 

Energy  and  Natural  Resources: 

Alberta  Oil  Sands  Technology  and  Research  Authority 
Alberta  Petroleum  Marketing  Commission 
Forest  Development  Research  Trust  Fund 
Natural  Gas  Pricing  Agreement  Act  Fund 

Environment: 

Alberta  Environmental  Research  Trust 
Environment  Council  of  Alberta 
Surface  Reclamation  Fund 
Water  Resources  Revolving  Fund 

Executive  Council: 

Energy  Resources  Conservation  Board 

The  Alberta  Educational  Communications  Corporation 

The  Research  Council  of  Alberta 

Government  Services: 

Government  Services  Revolving  Fund 
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Hospitals  and  Medical  Care: 

Edmonton  Area  Hospital  Planning  Council  Fund 
Health  Care  Insurance  Fund 

Housing  and  Public  Works: 

Alberta  Home  Mortgage  Corporation 
Alberta  Housing  Corporation 

Labour: 

The  Workers'  Compensation  Board 

Municipal  Affairs: 

Alberta  Planning  Fund 
Improvement  Districts'  Trust  Account 
Special  Areas  Board 

Recreation  and  Parks: 

Alberta  Games  Council 

Recreation  and  Parks  Revolving  Fund 

The  Recreation,  Parks  and  Wildlife  Foundation 

Social  Services  and  Community  Health: 

The  Alberta  Alcoholism  and  Drug  Abuse  Commission 

Solicitor  General: 

Alberta  Liquor  Control  Board 
Alberta  Racing  Commission 

Tourism  and  Small  Business: 

Alberta  Opportunity  Company 

Transportation: 

Alberta  Resources  Railway  Corporation 
Transportation  Revolving  Fund 

Treasury: 

Alberta  Heritage  Foundation  for  Medical  Research  Endowment  Fund 

Alberta  Heritage  Savings  Trust  Fund 

Alberta  Municipal  Financing  Corporation 

Consolidated  Cash  Investment  Trust  Fund 

Land  Purchase  Fund 

Retirement  Annuities  Fund 

Treasury  Branches  Deposits  Fund 

Utilities  and  Telephones: 

Gas  Alberta  Operating  Fund 

The  Alberta  Government  Telephones  Commission 

The  Alberta  Government  Telephones  Employees'  Pension  and  Death  Benefit  Fund 

In  the  opinion  of  the  Auditor  General,  inclusion  of  the  above  audited  financial  statements  in 
the  Public  Accounts  of  the  Province  satisfies  the  reporting  requirements  of  section  77  of  The 
Financial  Administration  Act,  1977. 

4.1.5  Section  2(5)  of  The  Financial  Administration  Act,  I977  exempts  most  of  the  Act's  application 
to  bodies  operating  under  the  authority  of  certain  specified  legislation.  These  bodies,  which 
are  primarily  the  provincially  owned  universities,  colleges,  hospitals  and  related  funds,  are  as 
follows: 

Advanced  Education  and  Manpower: 
Academic  Pension  Plan  Fund  of  the  University  of  Alberta 
Colleges: 

Grande  Prairie  Regional  College 

Grant  MacEwan  Community  College 

Fairview  College 
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Keyano  College 

Lakeland  College 

Lethbridge  Community  College 

Medicine  Hat  College 

Mount  Royal  College 

Olds  College 

Red  Deer  College 
The  Banff  Centre  for  Continuing  Education 
Universities: 

Athabasca  University 

The  University  of  Alberta 

The  University  of  Calgary 

The  University  of  Lethbridge 

University  of  Alberta  —  Chembiomed  Ltd. 

Hospitals  and  Medical  Care: 
Edmonton  Area  Hospital  Planning  Council  Fund 
Edmonton  Radiopharmaceutical  Centre 
Hospitals: 

Alberta  Children's  Provincial  General  Hospital 
Foothills  Provincial  General  Hospital 
Glenrose  Provincial  General  Hospital 
Provincial  Cancer  Hospitals 
University  of  Alberta  Hospital 

The  following  recommendation  was  contained  in  the  Auditor  General's  report  to  the  Legislative 
Assembly  for  the  1978-79  fiscal  year  (section  2.1.6  —  recommendation  No.  1): 

"It  is  recommended  that,  in  the  interests  of  more  comprehensive  financial  disclosure, 
consideration  be  given  to  amending  section  2(5)  to  The  Financial  Administration  Act,  1977 
to  require  the  inclusion  in  the  Public  Accounts  of  those  entities  presently  excluded  from 
the  application  of  section  77  of  the  Act  by  section  2(5).  Consideration  should  also  be  given 
to  including  the  financial  statements  of  Crown-controlled  organizations  in  the  Public 
Accounts." 

In  a  report  tabled  before  the  Select  Standing  Committee  on  Public  Accounts  in  October  1980, 
the  Provincial  Treasurer  responded  to  this  recommendation  by  stating: 

"An  amendment  to  The  Financial  Administration  Act,  1977  will  be  considered  which  will 
require  annual  tabling  of  the  financial  statements  of  the  various  organizations  exempted 
from  the  application  of  the  Act  by  section  2(5)  by  the  responsible  Minister. 

The  Financial  Administration  Act,  1977  is  not  applicable  to  "Crown-controlled  organiza- 
tions" and  it  is  inappropriate  to  subject  these  corporations  to  the  financial  reporting  and 
control  provisions  of  the  Act." 

The  afore-mentioned  legislative  amendment  has  since  been  passed  with  the  result  that  the 
annual  audited  financial  statements  will  be  "made  public"  in  the  full  parliamentary  sense  of 
the  words.  Furthermore,  the  Provincial  Treasurer  has  undertaken,  as  a  convenience  to  regular 
users  of  the  Public  Accounts,  to  request  that  the  appropriate  minister  make  available  sufficient 
copies  of  the  financial  statements  to  enable  them  to  be  sent  to  all  persons  requesting  them. 
The  Auditor  General  was  satisfied  with  the  measures  taken,  consequently  the  recommendation 
is  not  repeated. 

4.1.6    The  financial  statements  of  the  following  entities  have  also  been  audited  by  the  Auditor  General: 

Advanced  Education  and  Manpower: 

Provincial  Laboratory  of  Public  Health 
The  Arctic  Institute  of  North  America 

Agriculture: 

Lambco,  a  division  of  Alberta  Agricultural  Development  Corporation 
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Culture: 

Glenbow  Foundation 

Luxton  Museum,  a  department  of  Glenbow-Alberta  Institute 
Luxton  Museum  Ltd. 

Education: 

Northland  School  Division  No.  61 

Hospitals  and  Medical  Care: 

Alberta  Children's  Provincial  General  Hospital  —  Early  Childhood  Services 

In  most  cases,  the  information  contained  in  the  above  financial  statements  is  also  contained 
in  other  financial  statements  included  in  either  the  Public  Accounts  or  in  the  audited  financial 
statements  of  entities  exempted  from  inclusion  in  Public  Accounts  by  section  2(5)  of  The 
Financial  Administration  Act,  1977  (see  sub-section  4.1.5  of  this  report). 

4.1.7  Under  the  terms  of  the  Alberta  Crown  Agreement,  the  Auditor  General,  acting  on  behalf  of  the 
Minister  of  Energy  and  Natural  Resources,  has  the  right  to  post-audit,  on  a  continuing  basis, 
the  books  and  records  of  the  Syncrude  Project.  The  purpose  of  this  monitoring  activity  is  to 
give  assurance  that  there  has  been  compliance  with  the  Alberta  Crown  Agreement  and  related 
accounting  manual  and  to  verify  the  determination  of  the  deemed  net  profit  or  loss  of  the 
Project,  thereby  establishing  the  quantity  of  synthetic  crude  oil  and  other  leased  substances 
which  may  be  taken  by  the  Province  of  Alberta  as  royalty.  This  right  is  currently  being  exercised 
by  the  Office  of  the  Auditor  General  pending  transfer  of  this  function  to  the  Department  of 
Energy  and  Natural  Resources  in  due  course. 

The  financial  statements  of  Syncrude  Canada  Ltd.,  which  operates  the  Syncrude  Project,  are 
audited  by  a  private  sector  firm  of  chartered  accountants. 

4.1.8  The  Government  of  Alberta  has  issued  a  licence  to  a  partnership  consisting  of  the  Edmonton 
Exhibition  Association  Limited  and  the  Calgary  Exhibition  and  Stampede  Limited.  The  part- 
nership manages  the  Western  Express  Lottery  in  Alberta  for  the  Western  Canada  Lottery  Foun- 
dation as  the  agent  of  the  Government  of  Alberta.  The  Auditor  General's  report  to  the  Legislative 
Assembly  for  the  1978-79  fiscal  year  stated  that  an  independent  legal  opinion  obtained  by  the 
Audit  Office  states  that  the  money  received  by  the  partnership  belongs  to  the  Government 
because  the  Minister  who  issued  the  licence  is  able  to  direct  to  whom  and  when  the  net  profit 
will  be  paid  and  in  what  amounts.  The  money  collected  and  held  by  the  partnership  in  con- 
ducting and  managing  the  Lottery  is  "public  money"  as  defined  in  section  1(1)  (p)  (iv)  and  also 
constitutes  a  regulated  fund  under  section  1(1)  (s)  of  The  Financial  Administration  Act,  1977. 
As  section  12(a)  of  The  Auditor  General  Act  appoints  the  Auditor  General  auditor  of  all  regulated 
funds,  should  the  legal  opinion  be  sustained  the  Auditor  General  would  automatically  become 
auditor  of  the  regulated  fund  administered  by  the  partnership. 

The  financial  affairs  of  this  organization  are  not  audited  by  the  Audit  Office  and  the  financial 
statements  have  not  been  included  in  the  Public  Accounts.  The  financial  statements  of  the 
partnership  are  audited  by  a  private  sector  chartered  accountant. 

The  Auditor  General's  report  to  the  Legislative  Assembly  for  the  1978-79  fiscal  year  contained 
the  recommendation  (1978-79:  No.  3)  below.  The  Provincial  Treasurer  responded  to  this  rec- 
ommendation in  a  report  tabled  before  the  Select  Standing  Committee  on  Public  Accounts  in 
October  1980.  In  that  response  he  stated  that  the  Government  is  considering  inclusion  of 
appropriate  audit  requirements  as  a  condition  of  the  licence. 

Since  at  the  date  of  this  report,  the  matter  has  not  been  resolved,  the  recommendation  is 
repeated: 

Recommendation:  (No.  55)  (1978-79:  No.  3) 

It  is  recommended  that  consideration  be  given  to  classifying  as  a  regulated  fund,  the  money 
collected  and  held  by  the  partnership  which  manages  the  Western  Express  Lottery  in  Alberta, 
or  alternatively,  requiring  that  money  collected  is  subject  to  audit  by  the  Auditor  General  as 
a  condition  of  the  licence. 
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4.1.9  Pacific  Western  Airlines  Ltd.,  and  Two  Hills  Chemical  Company  Limited  are  Crown-controlled 
organizations  as  defined  by  sub-section  1(1  )(b)  of  The  Auditor  General  Act.  Essentially  these 
companies  qualify  to  be  so  designated  since  in  both  instances  the  Province  of  Alberta  owns 
more  than  50%  but  less  than  100%  of  the  issued  voting  shares.The  financial  statements  of 
Pacific  Western  Airlines  Ltd.,  and  Two  Hills  Chemical  Company  Limited  are  audited  by  private 
sector  firms  of  chartered  accountants  and  the  involvement  of  the  Auditor  General  is  limited 
to  the  review  function  described  in  section  16  of  The  Auditor  General  Act  (See  Appendix  I  for 
the  financial  statements  of  Crown-controlled  organizations). 

The  financial  statements  of  the  Alberta  Energy  Company,  which  is  only  50%  owned  by  the 
Province  of  Alberta  and  therefore  not  a  Crown-controlled  organization,  are  neither  audited  by 
the  Auditor  General  nor  subject  to  the  review  requirements  of  section  16  of  the  Act. 

4.2       AUDIT  RESPONSIBILITIES 

4.2.1  Although  The  Auditor  General  Act  defines  the  reporting  and  administrative  responsibilities  of 
the  Auditor  General,  it  does  not  specify  his  functional  duties  and  responsibilities.  However, 
the  nature  of  the  appointment  and  the  spirit  of  the  Act  are  believed  to  place  an  implicit  re- 
sponsibility on  the  Auditor  General  to  ensure  that,  as  a  minimum,  all  auditing  activities  un- 
dertaken by  the  Audit  Office  pursuant  to  the  Act  adhere  to  the  same  contemporary  auditing 
standards  and  methodologies  that  are  employed  by  private  sector  chartered  accountants. 
Section  15  of  the  Act  entitles  the  Auditor  General  at  all  reasonable  times,  to  the  information, 
reports,  records,  explanations  and  access  to  electronic  data  processing  equipment  he  deems 
appropriate  in  the  circumstances.  Thereby  it  provides  for  the  acquisition  of  sufficient  appro- 
priate audit  evidence  which  is,  in  the  Auditor  General's  opinion,  necessary  to  afford  a  reason- 
able basis  to  support  the  contents  of  his  reports. 

4.2.2  The  primary  functional  responsibility  of  a  legislative  auditor  is  perhaps  best  illustrated  by 
describing  howthat  responsibility  complements,  and  impacts  upon,  the  accountability  structure 
of  government.  Government  administrators  (deputy  ministers,  fund  administrators,  chairmen 
and  board  members  of  Provincial  agencies)  are  responsible  and  accountable  to  designated 
ministers,  and  through  them,  to  the  Executive  Council.  Ministers,  individually  and  collectively, 
are  accountable  to  the  Legislative  Assembly.  Members  of  the  Legislative  Assembly  are,  in  turn, 
accountable  to  the  citizens  of  the  Province.  The  Auditor  General,  as  an  officer  of  the  Legislature, 
is  responsible  for  examining  and  expressing  an  opinion  on,  and  thereby  lending  credibility  to, 
the  financial  statements  and  supporting  information  prepared  by  administrators  and  tabled  in 
the  Legislative  Assembly  as  evidence  of  their  stewardship. 

In  this  connection,  it  would  seem  appropriate  that  the  Audit  Office  should  review  financial 
information  contained  in  departmental  annual  reports  tabled  in  the  Legislative  Assembly.  Re- 
views of  this  nature  will  be  performed  for  the  1980-81  and  ensuing  fiscal  years  and  will  be 
conducted  prior  to  the  reports  being  printed. 

4.2.3  The  Canadian  Institute  of  Chartered  Accountants  (CICA)  develops  and  promulgates  recom- 
mendations which  constitute  "generally  accepted  auditing  standards".  These  standards  which 
are  published  in  the  CICA  Handbook,  are  binding  on  chartered  accountants  engaged  in 
auditing  the  financial  statements  of  profit  oriented  enterprises.  Although  government  institu- 
tions do  not  fall  within  the  definition  of  profit  oriented  enterprises,  generally  accepted  auditing 
standards  are  adhered  to  by  the  Audit  Office  in  the  performance  of  its  duties. 

An  audit  conducted  in  accordance  with  generally  accepted  auditing  standards  is  often  referred 
to  as  an  attest  audit.  The  primary  objective  of  an  attest  audit  is  the  expression  of  an  auditor's 
opinion  on  the  financial  statements  of  the  entity  being  audited.  Basically,  however,  that  opinion 
is  restricted  to  commenting  upon  whether  or  not  the  financial  statements  present  fairly  the 
financial  position,  results  of  operations  and  changes  in  financial  position  of  the  entity  in  ac- 
cordance with  an  appropriate  disclosed  basis  of  accounting  consistent  with  previous  years. 

4.2.4  A  further  significant  responsibility  of  the  Auditor  General,  which  goes  far  beyond  the  normal 
responsibilities  of  an  attest  auditor,  is  contained  in  sub-sections  19(2)(d)  and  (e)  of  The  Auditor 
General  Act.  These  sub-sections  enable  the  Auditor  General  to  report  on  instances  where  it 
has  been  observed  that  management  control  systems,  including  those  systems  designed  to 
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ensure  economy  and  efficiency  in  the  utilization  of  resources,  were  not  in  existence,  were 
inadequate  or  had  not  been  complied  with.  Similarly,  they  enable  the  Auditor  General  to  report 
on  instances  in  which  it  has  been  observed  that  where  appropriate  and  reasonable  procedures 
could  have  been  used  to  measure  and  report  on  the  effectiveness  of  programs,  such  procedures 
were  either  not  established  or  were  not  being  complied  with. 

The  following  illustrates  how  the  Auditor  General's  mandate  in  this  regard  is  broader  than  the 
mandate  of  an  attest  auditor.  Where  the  Legislative  Assembly  approves  funds  for  a  program 
included  in  a  supply  vote,  there  is  believed  to  be  an  inherent  presumption  on  the  part  of  the 
legislators  that  Government  will  ensure  that  administrators  disburse  the  funds  so  approved: 

(1)  for  the  purposes  specified  in  the  estimates  and  for  no  other  purposes, 

(2)  with  probity  (rectitude  and  integrity), 

(3)  with  due  regard  for  economy, 

(4)  with  due  regard  for  efficiency,  and 

(5)  that  whenever  practicable,  the  effectiveness  of  the  program  will  be  measured  and  reported 
upon  to  the  Legislative  Assembly. 

Unless  all  of  these  factors  are  present,  the  Legislative  Assembly  cannot  effectively  exercise 
control  over  the  public  purse. 

An  attest  auditor  would  be  —  and  prior  to  enactment  of  The  Auditor  General  Act  the  Provincial 
Auditor  was  —  primarily  concerned  with  presumptions  (1)  and  (2),  that  is,  with  the  legality  of 
disbursements. 

In  the  private  business  sector,  rough  measurements  of  economy,  efficiency  and  effectiveness 
are  provided  by  the  net  profit  figure  and  the  percentage  return  on  capital  invested.  Management 
must  continually  monitor  these  and  similar  indicators  to  survive  within  the  disciplines  imposed 
by  market  competition  and  the  profit  motive.  By  their  nature,  most  government  activities  lack 
these  motivating  disciplines  and  indicators.  Accordingly,  it  is  vital  that  public  sector  admin- 
istrators, wherever  practicable,  seek  to  utilize  management  control  systems  to  ensure  economy 
and  efficiency,  and  wherever  appropriate  and  reasonable,  to  measure  and  report  on  effectiveness. 

4.2.5  It  is  important  to  appreciate  that  the  mandate  contained  in  sub-sections  19(2)(d)  and  (e)  of  The 
Auditor  General  Act  is  a  systems  auditing  mandate.  Responsibility  for  designing,  implementing 
and  administering  systems,  including  those  relating  to  economy,  efficiency  and  effectiveness, 
rests  with  management.  The  Auditor  General's  function  is  to  report  on  instances  where  it  has 
been  observed  that,  where  appropriate  systems  could  be  established  by  management,  either 
they  have  not  been  established  or  were  not  being  complied  with.  Specifically,  it  is  not  the 
Auditor  General's  function  to  perform  economy,  efficiency  and  effectiveness  evaluations.  The 
Auditor  General  is  concerned  with  reporting  upon  the  quality  of  management's  systems. 

4.2.6  An  audit  which  encompasses  the  expanded  scope  of  activity  outlined  in  sections  18  and  19  of 
The  Auditor  General  Act  may  be  termed  a  comprehensive  audit.  Comprehensive  auditing  is 
a  relatively  new  concept  in  Canada  and  was  originally  developed  to  meet  the  special  charac- 
teristics and  requirements  peculiar  to  government  organizations. 

In  February  1980,  the  Canadian  Comprehensive  Auditing  Foundation  was  formed  to  encourage, 
develop,  disseminate  and  co-ordinate  comprehensive  auditing  methodology  and  knowledge, 
to  develop  and  organize  professional  development  programs  in  comprehensive  auditing  and 
to  provide  a  focal  point  for  the  exchange  of  information  and  views  on  comprehensive  auditing. 
It  will  also  research  and  foster  development  of  systems  designed  to  ensure  economy,  efficiency 
and  effectiveness  in  the  management  of  public  funds  and  resources. 

The  Auditor  General  of  Alberta  is  a  member  of  the  Board  of  Governors  of,  and  the  Audit  Office 
contributes  funding  to,  the  Canadian  Comprehensive  Auditing  Foundation. 

4.2.7  Audits  of  systems  relating  to  economy,  efficiency  and  effectiveness  will  usually  be  conducted 
on  a  program,  activity  or  system  basis  and  have  been  designated  "management  control  sys- 
tems audits"  by  the  Audit  Office.  The  underlying  concept  is  that  an  attest  audit,  when  aug- 
mented by  a  management  control  systems  audit,  constitutes  a  comprehensive  audit. 
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Since  it  is  desirable  that  senior  management  of  departments,  agencies  and  funds  have  an 
understanding  of  the  Audit  Office's  objectives  in  conducting  management  control  systems 
audits,  it  is  considered  appropriate  to  provide  herein  the  following  definitions  and  examples: 

(1)  A  system  designed  to  ensure  economy  is  a  system  which  ensures  that  resources  are 
acquired  at  the  lowest  cost  compatible  with  obtaining  sufficient  goods  and  services  of 
suitable  quality. 

This  definition  recognizes  that  although  cost  is  the  prime  consideration  when  dealing  with 
economy,  quality  and  quantity  are  also  important  ingredients.  Examples  of  systems  de- 
signed to  ensure  (and/or  improve)  economy  are: 

(i)  systems  which  ensure  that  invoices  subject  to  cash  discounts  or  to  which  interest  may 
be  added  for  late  payment,  are  paid  within  the  prescribed  periods. 

(ii)  purchasing  and  tendering  systems  which  enable  goods  and  services  to  be  acquired 
at  the  best  cost.  (i.e.  lowest  price  compatible  with  quality  and  quantity) 

(iii)  contract  letting  and  administration  systems  which  seek  to  avoid  or  mitigate  cost  over- 
runs and  late  completions  etc. 

(iv)  asset  acquisition  review  systems  which  seek  to  avoid  inappropriate  or  unnecessary 
capital  expenditures. 

(v)  inventory  level  systems  which  prevent  over-ordering  (obsolete  stock)  or  under-order- 
ing. Under-ordering  can  result  in  needed  goods  having  to  be  purchased  on  an  emer- 
gency basis,  possibly  at  a  higher  cost. 

(vi)  job  description  and  staff  grading  systems  which  attempt  to  avoid  higher  grade  (and 
therefore  more  expensive)  staff  being  hired  for  tasks  which  can  be  performed  by  lower 
grade  (and  therefore  less  expensive)  staff. 

(2)  A  system  designed  to  ensure  efficiency  is  a  system  which  ensures  that  resources  are  used 
or  converted  into  other  resources  at  the  lowest  cost  compatible  with  the  production  or 
provision  of  sufficient  goods  and  services  of  suitable  quality. 

The  quality  or  level  of  goods  or  services  produced  are  obviously  important  elements  to 
be  considered.  Examples  of  systems  designed  to  ensure  (and/or  measure  and  report  on) 
efficiency  are: 

(i)  manpower  management  and  performance  evaluation  systems.  These  would  include 
systems  to  detect  situations  where  too  many  people  are  involved  in  a  process  or  senior 
staff  are  performing  tasks  more  appropriate  to  junior  staff. 

(ii)  systems  to  measure  the  levels  of  utilization  of  capital  assets. 

(iii)  systems  which  compare,  on  a  periodic  basis,  output  achieved  (i.e.  units  sold,  licences 
issued,  files  processed,  interviews  conducted,  invoices  issued,  patient  days  or  student 
hours  provided)  with  input  used  (i.e.  people  or  premises  used  to  provide  the  output, 
total  cost  of  input  resources). 

(iv)  inventory  level  review  systems  which  detect  excessive  or  obsolete  stocks. 

(v)  systems  which  compare  the  productivity  and  other  operating  information  of  the  or- 
ganization or  activity,  with  related  information  obtained  from  similar  organizations  in 
other  governments  or  in  the  private  sector. 

(vi)  any  systems  which  attempt  to  measure  or  promote  greater  output  from  the  same  input 
resources,  or,  the  same  output  from  fewer  input  resources. 

The  objective  of  a  system  to  ensure  economy  and  efficiency  is  not  just  to  have  such  a  system. 
It  is  to  improve  economy  and  efficiency.  It  is  believed  that  if  a  system  cannot  be  designed 
which  ensures  and  improves  economy  and  efficiency  without  costing  more  than  it  saves,  it 
should  not  be  implemented. 
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(3)  A  system  designed  to  measure  and  report  on  the  effectiveness  of  programs  is  a  system 
which  measures  and  reports  on  the  extent  to  which  the  predetermined  objectives  of  a 
program  are  achieved. 

It  is  believed  that  where  management  deems  it  impossible  or  inappropriate  to  implement 
systems  to  measure  the  effectiveness  of  programs  or  parts  of  programs,  that  fact,  together 
with  the  rationale  therefor,  should  be  reported  by  management  to  the  Legislative  Assembly. 

Observations  and  recommendations  in  connection  with  systems  to  measure  and  report  on 
program  effectiveness  are  contained  in  sub-section  2.7.14  of  this  report. 


4.2.8  It  is  far  beyond  the  resources  of  the  Audit  Office  each  year  to  examine  every  area,  circumstance 
or  system  which  might  give  rise  to  an  observation  reportable  under  section  19  of  The  Auditor 
General  Act.  Accordingly,  it  has  been  necessary  to  establish  priorities  for  the  allocation  of  those 
resources  which  are  available. 

It  is  believed  that  first  priority  in  the  allocation  of  resources  must  be  given  to  annual  attest  audits 
of  the  General  Revenue  Fund,  Provincial  agencies  and  revolving  and  regulating  funds.  In 
performing  these  annual  audits,  generally  accepted  auditing  standards  are  augmented  in- 
asmuch as  all  significant  internal  control  systems  are  subjected  to  preliminary  evaluation 
procedures.  In  the  event  that  internal  controls  are  not  to  be  relied  upon  in  determining  the  nature, 
timing  and  extent  of  other  auditing  procedures,  a  weakness  investigation  is  performed  thereby 
enabling  such  weaknesses  to  be  reported  to  management.  Internal  controls  not  fully  compliance 
tested  and  evaluated  during  annual  augmented  attest  audits  will  be  subjected  to  compliance 
testing  and  evaluation  on  a  rotational  basis,  usually  at  the  time  of  the  management  control 
systems  audit.  Management  control  systems  audits  will  be  conducted  on  a  cyclical  basis.  It  is 
planned  that  resources  will  be  obtained  sufficient  to  permit  the  audit  of  all  significant  manage- 
ment control  systems  at  least  once  in  every  four  year  period. 


4.2.9  It  is  accepted  that  in  an  examination  made  in  accordance  with  generally  accepted  auditing 
standards,  an  auditor  fulfills  his  professional  responsibility  by  complying  with  those  standards. 
An  auditor  seeks  reasonable  assurance  that  fraud  and  error,  either  intentional  or  unintentional, 
which  may  be  material  to  the  financial  statements  or  other  accountability  information,  have 
not  occurred  or  that,  if  they  have  occurred,  they  are  corrected  and  appropriately  reported. 
When  planning  his  examination,  the  auditor  has  the  responsibility,  within  the  inherent  limi- 
tations of  the  auditing  process,  to  consider  the  risk  of  fraud  and  error  and  to  be  alert  for 
circumstances  which  might  cause  him  to  suspect  their  existence.  If  his  suspicions  are  aroused 
at  any  time,  the  auditor  must  perform  additional  procedures  to  confirm  or  dispel  those  sus- 
picions. Beyond  that,  the  auditor  has  no  separate  or  additional  responsibility  to  detect  fraud 
and  error. 

Accordingly,  it  must  be  realized  that  an  audit  performed  in  compliance  with  generally  accepted 
auditing  standards,  even  when  augmented  as  indicated  above,  may  not  detect,  and  is  not 
primarily  designed  to  detect,  every  instance  of  fraud  or  error.  The  inherent  limitations  in  the 
audit  process  are  virtually  unavoidable.  An  auditor  would  not  have  the  resources  to  examine 
the  circumstances  behind  and  the  support  for  every  transaction  recorded.  Even  if  he  had,  he 
could  not  be  sure  that  there  were  no  unrecorded  transactions.  Furthermore,  collusion  between 
auditee  personnel  and  outside  parties,  or  among  management  or  employees  could  result  in 
apparently  genuine  but  falsified  transactions  and  documents  being  accepted  by  the  auditor. 


4.3       REPORTING  RESPONSIBILITIES 

4.3.1     The  Auditor  General  is  required  to  report  to  the  Legislative  Assembly,  as  appropriate,  under 
sections  18,  19  and  20  of  The  Auditor  General  Act.  (See  Appendix  III) 
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4.3.2  The  report  under  section  18  dated  January  12, 1981,  which  was  annexed  to  the  Public  Accounts 
of  the  Province  for  the  year  ended  March  31,  1980,  is  reproduced  in  sub-section  3.1.1  of  this 
report.  No  reports  were  issued,  or  are  in  contemplation,  under  section  20  in  respect  of  that 
fiscal  year. 

4.3.3  The  permissive  authorities  contained  in  sections  19(5)  and  25  of  The  Auditor  General  Act,  and 
their  impact  on  the  selection  criteria  used  to  determine  reportworthy  matters,  have  been  out- 
lined in  sub-sections  2.1.1  to  2.1.3  of  this  report. 

4.3.4  Financial  statements  can  be  subject  to  misunderstanding  or  misinterpretation  unless  clear 
standards  relating  to  disclosure  and  presentation  are  established  and  understood  by  all  parties 
using  them.  In  the  non-government  sphere,  as  a  result  of  extensive  and  ongoing  research, 
"generally  accepted  accounting  principles"  have  been  developed  and  promulgated  by  the 
Canadian  Institute  of  Chartered  Accountants  as  the  recording  and  disclosure  standards  to  be 
employed  by  profit  oriented  enterprises.  At  the  present  time,  no  such  generally  accepted 
accounting  principles  have  been  established  for  governments  and  because  of  the  different 
environments  in  which  they  operate,  what  is  appropriate  for  profit  oriented  enterprises  may 
not  necessarily  be  appropriate  in  a  government  context.  Notwithstanding  this  situation,  in  the 
interests  of  fair  and  consistent  presentation,  financial  statements  submitted  to  the  Legislative 
Assembly  are  prepared  in  accordance  with  generally  accepted  accounting  principles,  or  alter- 
natively, in  accordance  with  an  appropriate  disclosed  basis  of  accounting. 

When  an  appropriate  disclosed  basis  of  accounting  is  used,  each  departure  from  generally 
accepted  accounting  principles  is  included  in  a  note  to  the  financial  statements  of  the  entity 
concerned  headed  "Significant  Accounting  Policies  and  Reporting  Practices",  stating  that  the 
financial  statements  are  prepared  in  accordance  with  generally  accepted  accounting  principles 
with  certain  exceptions.  The  accounting  policies  or  practices  employed  which  give  rise  to  these 
exceptions  are  then  explained  in  the  note.  This  form  of  presentation  has  been  adopted  for  all 
financial  statements  other  than  those  of  the  Province  of  Alberta  Consolidated  and  the  General 
Revenue  Fund  where  the  exceptions  to  generally  accepted  accounting  principles  were  so  nu- 
merous and  significant  that  it  was  considered  appropriate  to  omit  reference  to  generally  ac- 
cepted accounting  principles.  Nevertheless  the  notes  to  the  Province  of  Alberta  Consolidated 
and  General  Revenue  Fund  financial  statements  headed  "Significant  Accounting  Policies  and 
Reporting  Practices"  explain  the  bases  of  accounting  used. 

In  employing  generally  accepted  auditing  standards  the  Audit  Office  exercises  professional 
judgement  in  determining  the  propriety  of  employing  accounting  policies  and  practices  at 
variance  with  generally  accepted  accounting  principles.  In  all  financial  statements  prepared  as 
at  March  31,  1980,  or  such  other  accounting  periods  ended  within  the  year  ended  March  31, 
1980,  the  disclosed  departures  from  generally  accepted  accounting  principles  are  not  consid- 
ered to  be  inappropriate  by  the  Audit  Office  in  the  circumstances.  However,  the  reader's  at- 
tention is  drawn  to  the  recommendations  contained  in  sub-section  2.4  of  this  report  relating 
to  certain  accounting  policies  of  general  application. 

Representatives  of  the  Office  of  the  Auditor  General  of  Alberta  served  on  a  study  group  of  the 
Canadian  Institute  of  Chartered  Accountants  which  addressed  problems  relating  to  presentation 
and  disclosure  in  financial  reporting  by  governments.  The  study  group's  report  was  issued 
recently. 


4.3.5  Annual  reports  under  section  18  of  The  Auditor  General  Act  are  annexed  to  and  form  part  of 
the  Public  Accounts  of  the  Province  and  accordingly,  are  tabled  in  the  Legislative  Assembly 
by  the  Provincial  Treasurer. 

Reports  under  sections  19  and  20  are  required  to  be  presented  to  the  Chairman  of  the  Select 
Standing  Committee  on  Legislative  Offices.  He  in  turn  tables  them  in  the  Legislative  Assembly. 
Section  21  of  the  Act,  however,  establishes  an  Audit  Committee  which  reviews  reports  by  the 
Auditor  General  before  they  are  presented  to  the  Chairman  of  the  Select  Standing  Committee. 
Order  in  Council  747/79  dated  August  1,  1979  appointed  the  members  of  the  first  Audit  Com- 
mittee which  comprises: 
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Mr.  Haughton  G.  Thomson,  F.C.A. 
Retired  Partner 

Deloitte,  Haskins  &  Sells,  Chartered  Accountants 
Edmonton 

Mr.  Robert  Colborne, 
President 

Pacific  Western  Transportation  Limited 
Calgary 

His  Honour  Clare  L.  Liden, 
Assistant  Chief  Judge 
Provincial  Court  of  Alberta 

Mr.  Robert  A.  McLaughlin 
Systems  Analyst 
Imperial  Oil  Limited 
Edmonton 

Mr.  John  M.  Rooney,  F.C.A. 
Executive  Partner 

Clarkson  Gordon,  Chartered  Accountants 
Calgary 

Honourable  Louis  D.  Hyndman,  Q.C. 
Provincial  Treasurer  of  Alberta 

The  Auditor  General  acknowledges  the  helpful  and  constructive  contributions  of  the  Audit 
Committee  during  the  review  stages  of  the  annual  reports  for  both  the  1978-79  and  1979-80 
fiscal  years. 

4.4       ORGANIZATION  OF  THE  AUDIT  OFFICE 

4.4.1  The  Estimates  of  Expenditure  1979-80  defined  the  objectives  of  the  Auditor  General  as  follows: 

"To  carry  out  professional,  independent  audits  and  express  an  auditor's  objective  opinion  as 
required  by  section  18  of  The  Auditor  General  Act  and  other  statutes,  on  the  Province's  financial 
statements,  including  those  of  departments,  regulated  funds,  revolving  funds,  Provincial  agen- 
cies, Crown-controlled  organizations  and  other  organizations  of  which  he  is  the  auditor,  to 
report  to  the  Legislative  Assembly  in  accordance  with  the  requirements  of  section  19  of  The 
Auditor  Genera!  Act,  to  undertake  special  auditing  or  investigative  assignments  at  the  request 
of  the  Legislative  Assembly  and  also,  under  certain  conditions,  at  the  request  of  the  Executive 
Council." 

The  Auditor  General  re-established  the  following  three  primary  sub-objectives  considered  com- 
plementary to  the  legislatively  approved  objectives: 

(1)  To  render  assurance,  or  otherwise,  to  the  Legislative  Assembly,  or  any  Select  Standing 
Committee  thereof,  as  to  the  fairness  —  including  adequacy  of  disclosure  —  of  financial 
statements  and  other  accountability  information  for  all  entities  having  accountability  to 
the  Legislative  Assembly. 

(2)  To  issue  an  annual  report  which,  in  addition  to  satisfying  the  requirements  of  section  19 
of  The  Auditor  General  Act,  may  be  used  as  a  guide  by  the  Select  Standing  Committee  on 
Public  Accounts  and  other  select  standing  committees  of  the  Legislative  Assembly,  in  their 
review  of  Public  Accounts  and  the  activities  of  individual  departments,  Provincial  agencies, 
and  revolving  and  regulated  funds. 

(3)  To  organize  the  functions  of  the  Audit  Office  in  a  manner  designed  to  minimize  the  potential 
for  losses  of  public  monies  by  the  early  diagnosis  and  correction  of  management  control 
weaknesses,  and  wherever  possible,  by  the  early  detection  of  major  errors  and  irregularities. 

4.4.2  Audits  of  the  financial  statements  of  the  Crown  —  including  the  General  Revenue  Fund,  reg- 
ulated and  revolving  funds  and  Provincial  agencies  —  have  been  completed  for  the  1979-80 
fiscal  year.  No  significant  assignments  were  requested  by  the  Legislative  Assembly  or  the 
Executive  Council.  Accordingly,  the  publication  of  this  report  is  the  final  requirement  necessary 
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to  satisfy  the  objectives  of  the  Audit  Office  as  defined  and  approved  in  the  Estimates  of  Ex- 
penditure 1979-80. 

4.4.3.    The  audit  entity  for  the  1979-80  fiscal  year  consisted  of: 

(1)  approximately  120  Provincial  agencies,  regulated  funds,  revolving  funds  and  other  orga- 
nizations listed  in  section  4.1  of  this  report,  and 

(2)  24  departments  with  budgeted  revenues  and  expenditures  approximating  to  $6.8  billion 
and  $6.0  billion  respectively. 

The  size  and  diversity  of  the  audit  entity,  the  mandate  contained  in  The  Auditor  General  Act, 
perceived  Legislative  expectations  and  the  increasing  pervasiveness  of  sophisticated  computer- 
based  systems  render  it  essential  that  the  Audit  Office  continually  reappraise  its  audit  strategy. 

It  was  concluded  at  the  beginning  of  the  1979-80  fiscal  year  that  duly  augmented  post-auditing 
of  revenues  and  expenditures  would  continue  to  be  appropriate,  for  the  time  being,  for  most 
Provincial  agencies  and  regulated  and  revolving  funds.  In  the  case  of  departmental  expenditure 
systems  and  certain  departmental  revenue  systems,  however,  it  was  concluded  that  normal 
post-auditing  procedures  would  not  effectively  achieve  the  stated  objective  of  minimizing  the 
potential  for  losses  by  the  early  detection  of  major  errors  and  irregularities.  Accordingly,  the 
Audit  Office  has  continued  to  develop  and  refine  an  audit  methodology  for  these  systems 
which  it  has  designated  "concurrent  auditing".  Concurrent  auditing,  in  applicable  areas,  in- 
volves the  subjection  to  audit  examination  of  sample  transactions  on  an  ongoing  and  "im- 
mediately after  the  fact"  basis.  It  thereby  optimizes  the  opportunity  for  early  detection  of  errors 
or  irregularities  in  transactions  and  their  related  processing  systems  which  otherwise  may  not 
be  discovered  until  well  after  any  resultant  losses  have  occurred.  A  further  advantage  derived 
from  concurrent  auditing  is  that  afforded  by  frequent  visits  to  departments  by  staff  of  the  Audit 
Office. 

4.4.4  In  order  to  achieve  its  defined  responsibilities  and  objectives,  the  Audit  Office  is  divided  into 
four  operating  divisions: 

(1)  General  Audit  Division 

(2)  Departmental  Audit  Division 

(3)  Electronic  Data  Processing  (E.D.P.)  Audit  Division 

(4)  Resources  and  Administration  Division 

Each  division  is  headed  by  an  Assistant  Auditor  General,  who,  together  with  the  Auditor 
General,  collectively  comprise  the  Audit  Office  Management  Committee. 

4.4.5  The  General  Audit  Division  is  primarily  responsible  for  the  audits  of  all  Provincial  agencies, 
regulated  funds,  revolving  funds  and  other  organizations  of  which  the  Auditor  General  is 
auditor  either  by  virtue  of  being  appointed  under  other  statutes,  or  as  authorized  under  sub- 
section 12(b)  of  The  Auditor  General  Act. 

The  main  function  of  this  division  is  the  performance  of  annual  audits  culminating  in  the 
expression  of  an  auditor's  attest  opinion  on  financial  statements  which  have  been  prepared 
in  accordance  with  generally  accepted  accounting  principles  or  other  disclosed  basis  of  ac- 
counting. The  division  is  also  responsible  for  audits  designed  to  compliance  test  and  report 
on  significant  management  control  systems,  including  those  relating  to  economy,  efficiency 
and  effectiveness,  administered  by  the  entities  referred  to  in  the  previous  paragraph. 

A  further  responsibility  of  the  division  is  that,  for  the  same  entities,  it  is  involved  in  the  pre- 
liminary evaluation  of  controls  during  the  development  process  of  significant  financial  EDP 
systems.  This  is  not  an  extension  of  attest  audit  responsibility  but  an  audit  timing  consideration 
and  is  designed  primarily  to  be  preventive  rather  than  detective. 

4.4.6  The  Department  Audit  Division  is  primarily  responsible  for  the  audits  of  all  Government  depart- 
ments, monitoring  the  disbursement  control  function  of  the  Office  of  the  Controller  and  obtain- 
ing sufficient  appropriate  audit  evidence  to  support  the  Auditor  General's  reports  on  the  finan- 
cial statements  of  the  Province  and  the  General  Revenue  Fund.  Audit  approaches  employed  are 
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dependent  upon  the  size  and  complexity  of  the  individual  departments  but  typically  involve  a 
combination  of  concurrent  and  post-auditing  techniques. 

The  division  is  also  responsible  for  audits  designed  to  compliance  test  and  report  on  significant 
management  control  systems,  including  those  relating  to  economy,  efficiency  and  effective- 
ness, administered  by  Government  departments. 

A  further  responsibility  of  the  division  is  that,  for  the  same  entities,  it  is  involved  in  the  pre- 
liminary evaluation  of  controls  during  the  development  process  of  significant  financial  EDP 
systems.  This  is  not  an  extension  of  attest  audit  responsibility  but  an  audit  timing  consideration 
and  is  designed  primarily  to  be  preventive  rather  than  detective. 

The  division  has  developed  a  simulation  system  to  operate  on  the  Audit  Office's  own  mini- 
computer. This  system  is  designed  to  simulate  the  operation  of  the  Government's  main  ex- 
penditure system  by  processing  all  transactions  through  the  Audit  Office's  system  and  com- 
paring the  simulated  results  obtained  with  output  from  the  Government's  system.  This 
significantly  enhances  the  audit  of  the  main  expenditure  system  by  providing  early  warning 
when  changes  which  affect  output  have  occurred  in  that  system.  Subsequent  investigation  of 
differences  will  reveal  whether  a  change  was  due  to: 

—  a  systems  error  in  the  main  or  Audit  Office  system. 

—  an  authorized  or  unauthorized  change  in  the  main  system. 

—  an  operational  error. 

Monitoring  system's  changes  and  comparing  the  system's  output  in  the  manner  described 
above  provides  audit  assurance  that  the  system  is  operating  properly,  or  otherwise,  on  an 
ongoing  basis.  This  activity  also  enables  the  Audit  Office  to  provide  similar  assurances,  or 
otherwise,  to  the  Office  of  the  Controller. 

4.4.7  The  E.D.P.  Audit  Division  was  established  to  address  the  growing  requirement  within  the  Audit 
Office  for  expertise  in  electronic  data  processing.  The  division  is  largely  staffed  by  personnel 
having  extensive  knowledge  of  E.D.P.  and  a  sound  understanding  of  the  audit  process.  The 
division  is  divided  into  three  separate  sections  as  follows: 

Systems  Development 

Computer  Application  Systems  Audit 

Computer  Environment  Audit 

The  Systems  Development  section  is  responsible  for  developing  computer  assisted  audit  tech- 
nique systems  for  use  by  all  audit  staff  as  well  as  administrative  systems  employed  within  the 
Audit  Office.  These  systems  are  developed  and  operated  with  the  aid  of  the  Audit  Office's  mini- 
computer, thereby  enhancing  the  efficiency  and  effectiveness  of  the  audit  function.  The  use 
of  this  independent  computing  resource  significantly  reduces  the  risk  of  outside  interference 
in  the  audit  process. 

The  Computer  Application  Systems  Audit  section  is  responsible  for  advising  audit  staff  on  the 
ascertainment  and  evaluation  of  both  accounting  and  management  controls  in  computer  ap- 
plication systems.  Further,  this  section  advises  auditors  on  the  selection  and  application  of 
computer  assisted  audit  techniques.  This  advice  is  provided  in  a  manner  which  enables  auditors 
in  the  other  divisions  of  the  Audit  Office  to  arrive  at  their  conclusions  concerning  controls  in 
computer  application  systems. 

The  Computer  Environment  Audit  section  is  responsible  for  the  ascertainment  and  evaluation 
of  accounting  and  management  controls  in  environments  in  which  E.D.P.  application  systems 
operate.  Since  this  is  a  highly  technical  process,  this  section  does  not  operate  in  an  advisory 
capacity,  but  rather  carries  primary  responsibility  for  expressing  opinions  on  these  controls. 

The  division  as  a  whole  is  responsible  for  providing  ongoing  training  in  E.D.P.  auditing  to  all 
professional  staff  of  the  Audit  Office. 


89 


4.4.8  The  Resources  and  Administration  Division  is  responsible  for  the  efficient  operation  of  the 
Audit  Office,  and  in  particular  for: 

(1)  ensuring  that  Audit  Office  Management  Committee  decisions  and  directives  are  properly 
implemented, 

(2)  the  personnel  function  including  the  selection  and  hiring  of  staff, 

(3)  co-ordinating  the  budgetary  and  accounting  functions, 

(4)  quality  control  encompassing  content,  format  and  presentation  —  including  adherence  to 
established  standards  and  policies  —  of  all  audit  reports,  financial  statements,  management 
letters  and  other  output  of  the  Audit  Office, 

(5)  work  scheduling  and  human  resource  allocation, 

(6)  maintenance  of  the  time  recording  and  audit  billing  system, 

(7)  professional  research  and  development,  the  establishment  of  professional  practice  stand- 
ards and  in-house  peer  review  assignments, 

(8)  professional  development  including  staff  training  and  career  advancement, 

(9)  maintenance  of  the  Audit  Office  Staff  Manual, 

(10)  co-ordination  and  preparation  of  the  Auditor  General's  annual  reports. 

4.4.9  The  Audit  Office  encourages,  wherever  possible,  utilization  of  the  latest  audit  techniques  and 
methods.  It  emphasizes  a  systems-based  audit  approach  involving  the  evaluation  of  accounting 
and  management  control  systems  by  flow-charting  in  conjunction  with  the  use  of  internal 
control  evaluation  guides  or  matrices.  Substantive  testing  is  performed  to  the  extent  judged 
appropriate,  based  on  a  statistical  audit  sampling  and  evaluation  plan  and  on  the  results  of  the 
evaluation  of  internal  control  compliance  testing. 

4.4.10  The  audited  financial  statements  of  the  Office  of  the  Auditor  General  are  reproduced  in  Ap- 
pendix II  to  this  report. 

4.5       STAFFING  AND  PROFESSIONAL  DEVELOPMENT 

4.5.1  The  composition  of  the  staff  of  the  Audit  Office  at  March  31,  1979  and  1980,  and  at  November 
30,  1980  was  as  follows: 


March  31,  March  31,  November  30, 

1979  1980  1980 


Management  committee  5  5  5 

Audit  principals  and  managers  24  23  25 

Audit  supervisors  and  senior  technicians  47  43  52 

Student  auditors  62  61  68 

Personnel  and  administrative  10   7  12 

Total  staff  148  139  162 

Total  positions  164  165  185 


It  should  be  noted  that  of  the  23  positions  vacant  as  at  November  30, 1980, 14  were  for  chartered 
accountants. 

4.5.2  The  Audit  Office  has  continued  to  make  use  of  the  services  of  private  sector  chartered  ac- 
countants. These  individuals  and  firms  act  as  agents  of  the  Auditor  General  underthe  provisions 
of  section  10  of  The  Auditor  General  Act.  The  contributions  of  agents  in  supplementing  the 
staff  resources  of  the  Audit  Office  are  gratefully  acknowledged.  Agents  acting  in  respect  of  the 
fiscal  year  ended  March  31,  1980  were  as  follows: 
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Leonard  J.  Addison,  C.A. 

Arthur  Andersen  &  Co. 

Bevan,  Hutch  and  Hagen 

Campbell,  Sharp,  Nash  &  Field 

Carpenter  Elzinga  Coupland  &  Lomas 

Stephen  H.  Challen,  C.A. 

Clarkson,  Gordon  &  Co. 

Colleaux  &  Mills 

Coopers  &  Lybrand 

Deloitte,  Haskins  &  Sells 

Galigan,  Bennis  &  Co. 

Hudson  &  Company 

Johnson,  Morrison,  Hunter  &  Nelson 

Mackay,  Peachey  &  Co. 

Matthew  Craig 

Peat,  Marwick,  Mitchell  &  Co. 
Price  Waterhouse  &  Co. 
Quilliam,  Stuart  &  Company 
Thorne  Riddell 
Touche  Ross  &  Co. 
Winspear  Higgins  Stevenson  &  Co. 
Young,  Parkyn,  McNab  &  Co. 
Watkinson,  Hanhart,  Duda  &  Dorchak 

4.5.3  In  many  respects,  the  Audit  Office  is  structured  and  operates  in  a  manner  similar  to  private 
sector  accounting  firms.  This  operational  similarity  is  recognized  by  the  Institute  of  Chartered 
Accountants  of  Alberta  in  that  for  student  registration  purposes,  its  by-laws  specifically  des- 
ignate the  Audit  Office  a  member  engaged  in  the  practice  of  public  accounting.  For  this  reason, 
and  because  it  represents  a  longer-term  solution  of  the  need  for  more  qualified  auditors,  the 
Audit  Office  is  firmly  committed  to  an  increasing  program  of  professional  development  for  all 
its  staff. 

It  is  believed  that  the  establishment  of  career  paths  within  the  Audit  Office  similar  to  those 
available  in  large  private  sector  accounting  firms  is  the  most  likely  way  to  attract  and  retain 
a  stable  staff  complement.  An  integral  part  of  this  is  the  establishment  of  an  ongoing  program 
of  both  pre  and  post  qualification  professional  development.  "On  the  job"  training  must  always 
be  the  major  thrust  of  this  program  but  significant  benefits  are  available  by  supplementing  it 
with  relevant  classroom  instruction.  In  this  regard,  the  Audit  Office  has  commenced  designing 
and  providing  for  its  staff  "in-house"  courses  covering  its  operational  methods  and  techniques 
which  should  improve  the  quality  of  audits  and  the  efficiency  with  which  they  are  conducted. 

4.5.4  The  Audit  Office  is  unable  to  provide  practical  experience  in  personal  and  corporate  taxation 
for  its  registered  students.  Since  this  is  such  an  important  curriculum  subject,  arrangements 
are  made  for  these  students  to  be  seconded  for  periods  to  private  sector  firms  of  chartered 
accountants  to  obtain  this  required  experience.  Similarly,  students  from  private  sector  firms 
of  chartered  accountants  are  seconded  on  occasion  for  periods  to  the  Audit  Office  to  enable 
them  to  obtain  practical  experience  in  auditing. 

4.5.5  In  recent  years  the  work-load  of  the  Audit  Office  has  been  increased  substantially  both  by  the 
new  responsibilities  contained  in  The  Auditor  General  Act  and  the  growth  of  Government 
revenues  and  expenditures.  To  cope  with  this  increase,  the  Auditor  General  applied  for,  and 
was  granted,  an  additional  twenty  permanent  positions  for  the  Audit  Office  with  effect  from 
April  1,  1980. 
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5.0       TABULATION  OF  RECOMMENDATIONS 

5.1.1  Recommendations  appearing  throughout  this  report  are  reproduced  in  this  section.  Each  rec- 
ommendation has  been  serially  numbered  and  cross  referenced  to  the  sub-section  in  which 
it  originally  appeared,  so  that  the  reader  may  readily  determine  the  context  in  which  the 
recommendation  was  made.  Where  a  recommendation  was  contained  in  a  previous  year's 
report,  the  fiscal  year  covered  by  the  report  and  the  previous  recommendation  number  is  shown 
above  and  to  the  right  of  each  recommendation. 

1.  (Section  2.2.1)  (1978-79:  No.  11) 

It  is  recommended  that  where  costs  eligible  for  cost-sharing  under  Federal/Provincial  or  other 
agreements  are  incurred  in  more  than  one  department  of  Government,  procedures  should  be 
established  to  ensure  adequate  liaison  when  submitting  claims. 

2.  (Section  2.2.2)  (1978-79:  No.  12) 

It  is  recommended  that  a  senior  official  in  the  Treasury  Department  be  assigned  the  task  of 
ensuring  that  Government  officials  in  departments  and  agencies  are  provided  with  information 
concerning  federal  sales  tax  regulations  and  their  implications,  and  should  further  be  respon- 
sible for  monitoring  refund  claims  to  ensure  that  they  are  properly  and  promptly  submitted. 

3.  (Section  2.2.3)  (1978-79:  No.  13) 

It  is  recommended  that,  in  view  of  the  large  and  increasing  volume  (and  value)  of  fixed  assets 
administered  by  the  Provincial  Government,  improvements  be  made  to  many  of  the  systems 
currently  in  place  to  ensure  adequate  control  and  safeguards.  Every  effort  should  be  made,  as 
soon  as  possible,  to  implement  systems  which  comply  with  the  guidelines  contained  in  section 
9.5  of  the  Treasury  Department's  Manual  of  Financial  Administration.  Management  of  each 
Government  entity  should  ensure  that  all  fixed  assets  under  its  custodianship  are  controlled 
by  these  systems. 

4.  (Section  2.2.3}  (1978-79:  No.  14) 

It  is  also  recommended  that  the  Office  of  the  Controller  review  section  9.5.2  of  the  Manual  of 
Financial  Administration  which  defines  fixed  assets,  inter  alia,  as  "...items  of  tangible,  public 
property  that  cost  in  excess  of  $100... ".  Consideration  should  be  given  to  increasing  this  figure. 
This  recommendation  does  not  apply  to  assets  described  as  "...considered  targets  for  pilferage 
or  readily  convertible  into  cash. " 

5.  (Section  2.2.3)  (1978-79:  No.  15) 

It  is  recommended  that  all  Provincial  agencies  and  regulated  funds  which  are  not  currently 
subject  to  the  Treasury  Department's  Manual  of  Financial  Administration,  excepting  those 
which  have  already  done  so,  design,  implement  and  document  procedures  to  adequately 
record,  account  for  and  safeguard  all  fixed  assets  under  their  custodianship.  The  principles 
contained  in  section  9.5  of  the  Treasury  Department's  Manual  could  be  used  as  a  guide  in 
designing  such  procedures. 

6.  (Section  2.2.4) 

It  is  recommended  that  where  appropriate,  Provincial  agencies  utilize  the  services  of  the  Consoli- 
dated Cash  Investment  Trust  Fund  to  maximize  investment  yield  while  maintaining  liquidity  of 
funds  surplus  to  immediate  requirements.  Consideration  should  also  be  given  to  advising 
appropriate  recipients  of  provincial  grants  of  the  benefits  available  to  depositors  in  the  Fund. 

7.  (Section  2.2.7) 

It  is  recommended  that,  in  connection  with  the  occupancy  of  Wapiti  Lodge,  Grande  Prairie  by 
the  Salvation  Army,  the  Department  of  Social  Services  and  Community  Health: 

—  inform  the  Department  of  Housing  and  Public  Works  of  the  terms  and  conditions  of  the 
tenancy  arrangements  with  the  Salvation  Army. 

—  locate  and  record  furnishings  and  equipment  acquired  for  the  Lodge  by  the  Province. 
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—  clarify  with  the  Salvation  Army  the  disposition  of  past  and  future  costs  of  repairs  and 
utilities. 

—  obtain  from  the  Salvation  Army  the  required  evidence  of  insurance  both  for  its  own  infor- 
mation and  on  behalf  of  the  Department  of  the  Solicitor  General. 

—  request  that  the  Salvation  Army  provide  audited  financial  statements  which  reflect  the  costs 
of  the  services  provided,  for  its  own  information  and  on  behalf  of  the  Department  of  the 
Solicitor  General. 

8.  (Section  2.2.7) 

It  is  recommended  that,  in  connection  with  the  occupancy  of  Wapiti  Lodge,  Grande  Prairie  by 
the  Salvation  Army,  the  Department  of  Housing  and  Public  Works: 

—  execute  a  lease  with  the  Salvation  Army  covering  its  continuing  occupation  of  Wapiti  Lodge, 
Grande  Prairie  in  accordance  with  the  service  agreement  between  the  Salvation  Army  and 
the  Department  of  Social  Services  and  Community  Health. 

—  ensure  that  it  exercises  control  over  all  Government-owned  and  occupied  premises,  so  that 
in  future  it  may  effectively  monitor  occupancy  arrangements  by  non-Government  tenants, 
supervise  leasing  arrangements  and  inform  other  departments  affected  by  such  arrangements. 

9.  (Section  2.2.7) 

It  is  recommended  that,  in  connection  with  the  occupancy  of  Wapiti  Lodge,  Grande  Prairie  by 
the  Salvation  Army,  the  Department  of  Government  Services: 

—  advise  the  Department  of  Social  Services  and  Community  Health  of  the  amount  that  has 
been  expended  on  repairs,  maintenance  and  utilities  from  April  1,  1975  to  March  31,  1980, 
and  request  instructions  both  for  the  disposition  of  these  charges  and  the  manner  in  which 
future  repair,  maintenance  and  utility  costs  are  to  be  paid. 

10.  (Section  2.2.7) 

It  is  recommended  that  where  more  than  one  Department  of  the  Government  requires  common 
services  to  be  provided  by  a  single  agency,  a  single  Department  be  appointed  to  assume 
responsibility  for  coordinating  the  preparation  of  contracts  and  agreements  relating  to  the 
provision  of  those  services  to  ensure  that: 

—  contracts  are  properly  prepared. 

—  there  are  no  conflicts  in  the  terms  of  the  various  contracts. 

—  services  to  be  provided  are  properly  defined. 

—  all  parties  involved  are  aware  of  their  obligations. 

11.  (Section  2.2.7) 

It  is  recommended  that  the  Office  of  the  Controller  improve  its  contract  registry  system  so  that 
the  Disbursement  Control  division  may  more  readily  detect  and  prevent  anomalies  between 
contracts  and  agreements  related  to  the  same  agency. 

12.  (Section  2.3.1)  (1978-79:  No.  26) 

It  is  recommended  that,  where  necessary  and  appropriate,  greater  effort  be  made  to  achieve 
full  compliance  with  the  management  and  internal  control  guidelines  relating  to  cash  receipts 
and  incoming  mail  contained  in  section  8.3  of  the  Treasury  Department's  Manual  of  Financial 
Administration. 

13.  (Section  2.3.2)  (1978-79:  No.  17) 

It  is  recommended  that  appropriate  provisions  be  contained  in  all  conditional  grant  agreements 
to  provide  donor  departments  and  agencies,  the  Provincial  Treasurer  (Office  of  the  Controller) 
and  the  Auditor  General,  with  right  of  access,  inspection  and  audit  of  the  relevant  records  of 
all  conditional  grant  recipients.  This  right  may  be  invoked  on  a  discretionary  sample  basis  or 
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where  grounds  exist  for  suspecting  that  grant  monies  have  not  been  used  in  compliance  with 
the  terms  of  the  grant  agreement. 

14.  (Section  2.3.2)  (1978-79:  No.  18) 

It  is  also  recommended  that  departments  and  agencies  make  more  use  of  their  rights  to  pursue 
conditional  grants  into  recipients'  records  to  ensure  that  they  are  used  for  the  purposes 
intended. 

15.  (Section  2.3.3) 

It  is  recommended  that,  because  of  control  inadequacies  and  the  possible  cost  of  corrective 
measures,  the  Department  of  Government  Services  evaluate  the  basic  functions  of  the  Man- 
agement Information  System  for  Central  Vehicle  Service  in  the  context  of  current  requirements, 
and  that  the  suitability  of  the  system  for  the  achievement  of  its  basic  objectives  be  subject  to 
a  thorough  cost-benefit  analysis. 

16.  (Section  2.3.3) 

It  is  recommended  that  where  significant  electronic  data  processing  systems  are  developed 
and  implemented  by  government  entities: 

—  systems  should  be  compatible,  wherever  practicable,  with  the  Province's  central  data-based 
accounting  and  information  system. 

—  they  should  be  subjected  to  formal  post-implementation  reviews  to  ensure  that  they  have 
met  originally  defined  objectives.  Where  originally  defined  objectives  have  not  been  met 
it  is  incumbent  upon  management  of  the  entity  concerned  to  decide  upon  the  action  to  be 
taken  and  the  ultimate  disposition  of  the  system. 

17.  (Section  2.3.4) 

It  is  recommended  that  the  Department  of  Hospitals  and  Medical  Care  strengthen  its  control 
over  the  payment  of  per  diem  grants  to  nursing  homes  under  the  Financial  Assistance  for 
Supervised  Personal  Care  program  by  ensuring  that: 

—  Provincial  contributions  and  patient  days  data  on  monthly  returns  are  reconciled  with  the 
data  contained  in  monthly  unaudited  financial  and  statistical  reports  from  nursing  homes. 

—  Monthly  data  are  reconciled  with  annually  audited  data,  and  that  annually  audited  data  are 
provided  in  a  format  which  facilitates  such  reconciliations. 

—  Nursing  homes  are  provided  with  guidelines  for  the  preparation  of  monthly  and  annual 
reports  and  returns  which  will  ensure  that  reporting  is  complete,  accurate  and  consistent. 

18.  (Section  2.3.4) 

It  is  recommended  that  the  Department  of  Hospitals  and  Medical  Care  establish  procedures 
to  enable  management  to  ensure  that  inspection  visits  to  nursing  homes,  which  receive  funding 
under  the  Financial  Assistance  for  Supervised  Personal  Care  program,  are  performed  ade- 
quately, consistently  and  comprehensively  to  review  compliance  with  legislated  standards  of 
patient  care. 

19.  (Section  2.3.4) 

It  is  recommended  that  the  Department  of  Hospitals  and  Medical  Care  improve  procedures  to 
monitor  and  ensure  compliance,  by  the  nursing  homes  to  which  it  contributes  funding,  with 
the  regulations  issued  pursuant  to  The  Nursing  Homes  Act. 

20.  (Section  2.3.5)  (1978-79:  No.  27) 

It  is  recommended  that,  where  necessary  and  appropriate,  greater  efforts  be  made  to  achieve 
full  compliance  with  the  internal  control  guidelines  relating  to  payroll  processing  and  distri- 
bution contained  in  section  7.3  of  the  Treasury  Department's  Manual  of  Financial  Administra- 
tion, and  that  where  circumstances  exist  which  render  compliance  with  the  guidelines 
unreasonable,  formal  dispensation  be  obtained  from  the  Office  of  the  Controller.  Before  grant- 


95 


ing  such  formal  dispensation,  the  Office  of  the  Controller  should  establish  and  ensure  com- 
pliance with  alternative  compensating  controls  which  are  appropriate  in  the  circumstances. 

21.  (Section  2.3.6)  (1978-79:  No.  28) 

It  is  recommended  that  under  the  powers  granted  by  section  79(  1)  of  The  Financial  Administra- 
tion Act,  1977,  the  Treasury  Board  issue  comprehensive  directives  governing  standards  of 
contract  administration  to  be  observed  when  contracts  are  entered  into  by  or  on  behalf  of  the 
Crown  or  a  Provincial  agency.  Those  directives  should  not  be  restricted  to  professional  and  other 
manpower  service  contracts,  but  should  cover: 

(i)  the  rendering  of  all  services  and 

(ii)  the  buying  or  selling  of  goods 

by  or  to  the  Crown  or  a  Provincial  agency. 

22.  (Section  2.3.7) 

It  is  recommended  that  management  of  all  Public  Colleges,  excepting  those  which  have  already 
done  so,  implement  and  document  procedures  to  account  for  and  safeguard  all  fixed  assets 
under  their  custodianship.  The  design  of  such  procedures  should  be  co-ordinated  between  the 
colleges  and  the  Department  of  Advanced  Education  and  Manpower.  It  is  considered  that  the 
Department  should  act  quickly  to  resolve  uncertainties  related  to  the  transfer  of  assets  to  the 
new  colleges  (see  also  recommendation  No.  5  relating  to  fixed  asset  systems). 

23.  (Section  2.3.7) 

It  is  recommended  that  the  Public  Colleges  ensure  that  adequate  time  and  resources  are 
directed  to  the  establishment  and  maintenance  of  accounting  records  and  a  comprehensive 
system  of  internal  control  and  that  management  continue  to  monitor  areas  where  incompatible 
duties  are  not  properly  segregated. 

24.  (Section  2.3.7) 

It  is  recommended  that  the  Public  Colleges,  excepting  those  which  have  already  done  so, 
design,  document  and  implement  suitable  control  systems  for  the  generation,  collection  and 
recording  of  all  revenues.  The  systems  should  provide  reports  designed  to  support  effective 
supervision  by  management. 

25.  (Section  2.3.7) 

It  is  recommended  that  the  Minister  of  Advanced  Education  and  Manpower  clarify  the  require- 
ments for  the  approval  of  and  expenditure  from  financial  reserves  established  by  Public  Col- 
leges and  consult  with  the  Colleges  in  order  to  establish  broad  guidelines  related  to  the  nature 
of  acceptable  reserve  funds. 

26.  (Section  2.3.7) 

It  is  recommended  that  the  Public  Colleges  establish  accounting  policies  for  the  capitalization 
and  recording  of  fixed  assets  that  are  appropriate  for  their  purposes  and  consistent  within  the 
college  system.  In  establishing  such  policies  the  colleges  should  consider  the  impact  and 
relevance  of  generally  accepted  accounting  principles,  and  broad  guidelines  should  be  devel- 
oped in  conjunction  with  the  Department  of  Advanced  Education  and  Manpower. 

27.  (Section  2.3.7) 

It  is  recommended  that  those  Public  Colleges  recording  outstanding  purchase  order  commit- 
ments as  current  liabilities  in  their  annual  financial  statements  should  change  their  accounting 
policy  related  thereto  and  refrain  from  reporting  such  amounts  as  liabilities  and  expenditures 
of  the  year. 

28.  (Section  2.3.8) 

It  is  recommended  that  the  guidelines  for  the  financial  control  of  bank  accounts  contained  in 
chapter  9,  section  1.3  of  the  Treasury  Department's  Manual  of  Financial  Administration  be 
expanded  to  stress  the  importance  of  prompt  bank  reconciliation  preparation,  and  to  provide 
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guidelines  for  the  establishment  of  adequate  internal  control  procedures  in  connection  with  the 
operation  of  bank  accounts.  Similarly,  those  agencies  exempted  from  the  application  of  the 
Manual  by  section  2(5)  of  The  Financial  Administration  Act,  1977,  where  they  have  not  done  so 
already,  should  establish  systems  to  ensure  prompt  bank  reconciliation  preparation  and  ade- 
quate segregation  of  related  staff  functions. 

29.  (Section  2.3.9) 

It  is  recommended,  in  order  to  improve  the  accuracy  and  authenticity  of  information  produced 
by  the  Province's  central  salary  payroll  system,  that  the  Office  of  the  Controller,  in  conjunction 
with  the  Personnel  Administration  Office,  ensure  that  departments  and  agencies  using  the 
system  are  provided  with  greatly  improved  and  more  comprehensive  procedural  and  staff 
training  documentation.  It  is  essential  that  this  documentation  be  issued  on  a  jointly  coordi- 
nated basis  by  the  Treasury  Department  and  the  Public  Service  Commissioner. 

30.  (Section  2.3.9) 

It  is  recommended  that  the  Office  of  the  Controller,  in  conjunction  with  the  Government  Pension 
Board  and  the  Personnel  Administration  Office,  provide  departments  and  agencies  using  the 
Province's  central  salary  payroll  system  with  more  definitive  guidelines  for  determining  the 
eligibility  of  remuneration  for  pension  contribution  purposes  and  establish  procedures  to  en- 
sure compliance  with  such  guidelines. 

31.  (Section  2.3.10) 

It  is  recommended  that  management  of  departments  and  agencies,  which  use  the  Govern- 
ment's central  data  processing  and  storage  facility,  review  the  adequacy  of  their  data  and 
program  security  arrangements.  In  this  regard,  user  departments  and  agencies  must  accept 
responsibility  for  assessing  the  sensitivity  and  confidentiality  of  their  data  and  programs,  and 
selecting  the  most  appropriate  (including  cost-effective)  security  system  options. 


It  is  recommended  that  those  departments  which  have  not  already  done  so,  should  develop 
and  implement  guidelines  and  supporting  procedures  which  reflect  the  Government's  stated 
policy  on  reimbursable  subsistence  and  travelling  expenses,  to  ensure  that  excessive  expend- 
itures of  public  funds  do  not  occur.  In  particular,  care  should  be  taken  to  acquaint  Government 
employees  with  the  practice  of  many  hotels  which,  when  requested,  allow  a  special  discounted 
government  per  diem  rate.  Control  could  be  improved  by  the  maintenance  of  lists  of  approved 
hotels  in  locations  visited  regularly  by  employees  and  the  requirement  for  prior  approval  when 
hotels  other  than  those  on  the  list  are  to  be  used.  In  addition  it  is  suggested  that  costs  to  be 
incurred  on  major  trips  could  be  estimated  and  approved  in  advance,  and  subsequent  actual 
costs  compared  with  the  estimates.  Material  variances  between  estimate  and  cost  should  then 
be  subject  to  approval  by  a  senior  official  prior  to  payment.  It  is  important  that  expenditure 
officers  are  fully  aware  of  the  relevant  legislation,  regulations  and  guidelines  when  they  are 
examining  claims  for  reimbursement  of  travelling  expenses  prior  to  approval  for  payment. 


It  is  recommended  that  consideration  be  given  to  implementing  accounting  policies  to  ensure 
that  all  appropriate  fixed  asset-related  costs  are  charged  to  the  programs,  funds  and  Provincial 
agencies  which  derive  the  benefits  from  their  use.  It  is  suggested  that  achieving  this  objective 
may  be  facilitated  by  the  use  of  a  revolving  fund,  or  similar  vehicle,  which  could  acquire  and 
hold  fixed  assets  having  a  material  effect  on  future  Government  operations,  and  allocate  the 
appropriate  costs  to  programs,  funds  and  Provincial  agencies  on  a  usage  basis.  Moreover, 
consideration  should  be  given  to  requiring  budgetary  control  over  fixed  assets  acquired  by 
revolving  funds  to  be  similar  to  that  in  effect  for  departmental  programs. 

34.  (Section  2.4.3) 

It  is  recommended  that,  in  the  interests  of  improved  accountability  to  the  Legislative  Assembly 
and  more  effective  budgetary  control,  appropriation  bills  should  be  supported  by  more  exten- 
sive financial  information  on  major  capital  expenditure  projects.  This  information  should  in- 
clude details  of  the  original  estimated  costs  and  scope  of  each  project,  cost  and  scope  revisions, 


32.  (Section  2.3.11) 


(1978-79:  No.  24) 


33.  (Section  2.4.2) 


(1978-79:  No.  33) 
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costs  incurred  to  the  end  of  the  previous  fiscal  year,  current  year  forecast,  expenditures  to  be 
appropriated  for  the  next  fiscal  year,  estimated  future  year  costs  to  completion  and  the  total 
estimated  cost  for  each  project.  This  recommendation  should  not  be  interpreted  as  suggesting 
that  the  Legislative  Assembly  should  approve  other  than  the  next  fiscal  year's  expenditures  on 
these  projects. 

35.  (Section  2.4.4) 

It  is  recommended  that,  in  the  interest  of  more  consistent  financial  presentation,  all  costs  in 
connection  with  the  delivery  of  the  Exploratory  Drilling  Incentive  and  the  Geophysical  Incentive 
programs  be  disclosed  as  expenditures  in  the  Public  Accounts  of  the  Province.  This  will  involve 
the  aggregation  of  credits  allowed  and  grants  paid  under  these  programs. 

36.  (Section  2.4.4) 

It  is  also  recommended  that  consideration  be  given  to  applying  similar  financial  statement 
disclosure  requirements  in  other  instances  where  significant  program  costs  have  been  netted 
against  revenue.  For  example,  provincial  taxation  revenue  has  been  presented  net  of  Renter 
Assistance  credits,  Royalty  Tax  credits  and  Taxation  Administration  fees. 

37.  (Section  2.4.5)  (1978-79:  No.  34) 
It  is  recommended  that: 

(a)  The  Treasury  Department  continue  to: 

(i)  obtain  actuarial  valuations  for  all  pension  plans  under  its  administrative  responsibility 
and  to  have  actuarial  valuations  conducted  at  least  triennially  thereafter, 

(ii)  obtain  computer  produced  actuarial  valuation  projections  for  all  pension  plans,  which 
can  form  a  basis  for  annual  interim  valuations  of  each  plan. 

(b)  Consideration  be  given  to  obtaining  the  necessary  authorities  to  enable  the  Province  to 
reflect  the  remaining  unfunded  liability  arising  under  the  various  pension  plans  as  a  liability 
in  the  financial  statements  of  the  General  Revenue  Fund  and  the  Province.  This  could  be 
accomplished  by: 

(i)  creating  a  liability  in  the  financial  statements  of  the  General  Revenue  Fund  sufficient 
to  cover  the  unfunded  liability  (remaining  after  establishment  of  the  $1. 1  billion)  for 
past  service  of  employees,  either  as  the  liability  becomes  known  or  on  a  deferred  basis 
over  a  planned  period  of  time, 

(ii)  thereafter  creating  a  liability  in  the  financial  statements  of  the  General  Revenue  Fund 
for  any  increase  in  the  remaining  unfunded  liability  as  revealed  by  successive  actuarial 
valuations  or  actuarial  projections,  again  allocating  this  sum  to  government  programs 
as  an  additional  manpower  cost. 

If  the  unfunded  liability  is  to  be  shown  as  a  liability  in  the  financial  statements  of  the 
General  Revenue  Fund  and  the  Province,  the  assumptions  used  in  arriving  at  the  valuations 
should  be  disclosed  in  the  financial  statements. 

38.  (Section  2.5.1) 

It  is  recommended  that  the  Board  of  Trustees  of  the  Alberta  Environmental  Research  Trust 
instruct  the  Administrative  Secretary  to  close  the  two  bank  accounts  operated  by  the  Trust  at 
an  Edmonton  Treasury  Branch,  in  accordance  with  the  Provincial  Treasurer's  directive. 

39.  (Section  2.5.2) 

It  is  recommended  that  the  Department  of  Energy  and  Natural  Resources  continue  its  efforts 
to  recover  from  the  data  conversion  and  operating  difficulties  in  its  Main  Accounts  Receivable 
System  (MARS).  This  should  include  a  review  of  the  system  to  ensure  that  it  is  capable  of 
meeting  the  accounting  and  management  information  requirements  of  the  Department  and 
the  Treasury  Department.  In  particular,  steps  should  be  taken  to  ensure  that  the  system  is  able 
to  produce  revenue  reports  in  an  accurate  and  timely  manner. 
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40.  (Section  2.5.2) 


It  is  recommended  that  the  Department  of  Energy  and  Natural  Resources  should  continue  to 
seek  to  obtain  and  retain  sufficient  accounting,  systems  and  management  skills  to  enable  it  to 
exercise  adequate  control  over  the  development  and  operation  of  its  accounting  and  man- 
agement information  systems. 

41.  (Section  2.5.2) 

It  is  recommended  that  when  any  Government  (user)  entity  embarks  on  the  development  and 
implementation  of  an  electronic  data  processing  system,  senior  management  of  the  entity  must 
recognize  its  primary  and  overriding  responsibility  for  the  system.  Delegation  of  any  or  all 
development  or  implementation  duties  to  outside  parties  or  development  teams  cannot  absolve 
an  entity's  management  from  its  responsibility  for  ensuring  that  development  proceeds  in  a 
logical  and  appropriate  manner.  Typically,  management  must  ensure  that  the  development  and 
implementation  processes  include: 

—  detailed  documentation  of  the  user  entity's  needs. 

—  detailed  documentation  of  the  system's  objectives. 

—  detailed  documentation  of  the  statutory,  financial  and  internal  controls  to  be  incorporated 
into  the  system. 

—  an  appropriate  amount  of  pre-implementation  testing  of  the  system  by  the  programming 
team  or  user  entity. 

—  an  appropriate  amount  of  acceptance  testing  and  formal  acceptance  of  the  system  by  the 
user  entity. 

—  properly  planned  and  executed  data  conversion  prior  to  post-implementation  processing. 

—  where  possible,  a  reasonable  period  of  parallel  processing  before  the  system  being  replaced 
is  discontinued. 

—  the  provision  of  adequate  and  detailed  (technical)  systems  documentation. 

—  ensuring  that  other  continuing  manual  or  EDP  systems  will  interface  satisfactorily  with  the 
new  system  after  it  is  implemented. 

—  ensuring  that  all  computer,  accounting  or  other  staff  receive  adequate  documentation  on 
the  new  system  and  are  properly  trained  in  its  use. 


As  each  phase  or  sub-phase  of  the  development  project  is  completed,  it  should  be  subject  to 
formal  approval  or  acceptance  by  a  senior  administrative  official  of  the  entity.  Accordingly, 
where  EDP  systems  are  used  extensively,  it  is  essential  that  senior  administrative  officials 
either  have  or  acquire  adequate  knowledge  of  EDP  processes,  controls  and  project  management. 

42.  (Section  2.5.3) 

It  is  recommended  that  the  Department  of  the  Attorney  General  seek  legislative  authority  to 
collect  lottery  licence  fees. 

43.  (Section  2.5.4)  (1978-79:  No.  25) 

It  is  recommended  that  measures  be  taken  by  the  Department  of  Hospitals  and  Medical  Care 
to  reduce  to  a  minimum  the  backlog  in  monthly  reconciliations  of  Health  Care  Insurance  Fund 
premiums  charged  with  premiums  received  from  employers,  and  that  efforts  be  continued  to 
implement  revised  computer  systems  in  order  to  facilitate  mote  efficient  and  timely  reconcil- 
iation procedures. 

44.  (Section  2.5.5) 

It  is  recommended  that  the  Treasury  Department  continue  with  its  efforts  to  eliminate  the 
accounting  and  financial  control  deficiencies  in  the  operations  and  accounting  records  of  the 
Pension  Administration. 
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45.  (Section  2.5.6) 

It  is  recommended  that  the  Research  Council  of  Alberta  take  immediate  steps  to  eliminate  the 
pervasive  and  serious  financial  control  problems  in  its  fixed  assets,  sponsors'  accounts,  patents, 
accounts  receivable,  expenditure  and  payroll  accounting  systems. 

46.  (Section  2.6.1) 

It  is  recommended  that  the  Provincial  Treasurer  either  prepare  an  estimate,  or  obtain  and  review 
the  federal  government's  estimate,  of  unassessed  income  taxes  (tax  gap)  in  order  to  facilitate  an 
evaluation  by  the  Treasury  Department  of  the  adequacy  and  appropriateness  of  the  compliance 
and  enforcement  procedures  employed  by  the  Department  of  National  Revenue-Taxation  in  the 

collection  of  Alberta  income  taxes. 

47.  (Section  2.6.1)  (1978-79:  No.  35) 

It  is  recommended  that  consideration  be  given  to  eliminating  the  circumstances  which  presently 
restrict  the  Auditor  General  of  Alberta's  right  of  access  to  certain  taxation  records  and,  thereby, 
inhibit  his  ability  to  satisfy  the  reporting  responsibilities  under  The  Auditor  General  Act.  These 
restrictions  effectively  preclude  the  Auditor  General's  right,  under  section  18(1)  of  the  tax 
collection  agreement,  to  audit  income  taxes  assessed  by  the  Government  of  Canada  and 
payable  to  the  Province  of  Alberta.  Similarly,  they  prevent  audit  examination  of  records  relating 
to  such  tax  refund  programs  as  renter  assistance  credits  and  royalty  tax  rebates  and  credits. 
It  is  acknowledged,  however,  that  a  multiplicity  of  audits  of  the  federal  government's  records 
by  provincial  legislative  auditors  may  not  be  desirable.  Accordingly,  subject  to  the  concurrence 
of  the  Auditor  General  of  Canada,  consideration  should  be  given  to  seeking  amendments  to 
the  tax  collection  agreement  which  would,  in  addition  to  removing  the  access  restrictions 
imposed,  enable  the  Auditor  General  of  Alberta  to  place  reliance  upon  an  annual  audit  report 
by  the  Auditor  General  of  Canada  relating  to  income  taxes  payable  to  the  Province  of  Alberta. 
The  relationship  between  the  Auditors  General  of  Canada  and  Alberta  should  conform  to  the 
essence  and  spirit  of  the  recommendations  contained  in  Section  6930  of  the  CICA  Handbook 
relating  to  reliance  on  another  auditor. 

48.  (Section  2.7.4) 

It  is  recommended  that  where  appropriate,  in  the  interests  of  improving  technical  skills  and 
managerial  competence,  consideration  be  given  to  developing  for  middle  and  senior  managers 
specially  tailored  courses  featuring  exacting  examinations,  and  that  satisfactory  performance  in 
related  course  examinations  be  a  criterion  in  determining  a  manager's  suitability  for  promotion. 
It  is  further  suggested  that  overall  managerial  competence  would  be  improved  by  a  system 
designed  to  combine  the  above  and  other  definitive  promotion  and  demotion  standards  with 
meaningful  and  critical  performance  evaluation. 

49.  (Section  2.7.10)  (1978-79:  No.  36) 

It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of  senior 
financial  officer,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief  executive 
officer  of  a  Provincial  agency,  be  established.  Since  senior  financial  officers  should  be  properly 
qualified  accountants  and  managers,  their  positions  should  be  classified  accordingly. 

50.  (Section  2.7.10)  (1978-79:  No.  37) 

It  is  recommended  that  the  concurrence  of  the  Controller  (or  a  committee  on  which  he  is 
represented),  after  assessing  the  competence  of  the  individual  concerned,  be  made  a  prereq- 
uisite to  the  appointment  of  senior  financial  officers  of  departments  and  Provincial  agencies 
(other  than  those  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and 
entities  defined  as  commercial  enterprises  by  the  Provincial  Treasurer).  This  concurrence  may 
not  be  necessary  where  the  proposed  appointee  had  passed  specified  examinations  in  account- 
ing and  management  (see  also  recommendation  No.  47)  and/or  has  demonstrably  adequate 
related  experience. 

51.  (Section  2.7.13)  (1978-79:  No.  38) 
It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of  chief 
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internal  auditor,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief  executive 
officer  of  a  Provincial  agency,  be  established.  Since  chief  internal  auditors  should  be  properly 
qualified,  their  positions  should  be  classified  accordingly. 


It  is  recommended  that  the  concurrence  of  the  Controller  (or  a  committee  on  which  he  is 
represented),  after  assessing  the  competence  of  the  individual  concerned,  be  made  a  prereq- 
uisite to  the  appointment  of  chief  internal  auditors  of  departments  and  Provincial  agencies 
(other  than  those  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and 
entities  defined  as  commercial  enterprises  by  the  Provincial  Treasurer).  This  concurrence  may 
not  be  necessary  where  the  proposed  appointee  had  passed  specified  examinations  in  auditing 
and  management  (see  also  recommendation  No.  47)  and  or  has  demonstrably  adequate  related 
experience. 

53.  (Section  2.7.13)  (1978-79:  No.  40) 

It  is  recommended  that  the  Office  of  the  Controller,  on  behalf  of  the  Provincial  Treasurer, 
establish  and  monitor  the  application  of  standards,  techniques  and  methodologies  to  be  ad- 
hered to  by  internal  groups  of  departments  and  Provincial  agencies  (other  than  those 
exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities  defined  as 
commercial  enterprises  by  the  Provincial  Treasurer).  It  is  further  recommended  that  Provincial 
agencies  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities 
defined  as  commercial  enterprises  by  the  Provincial  Treasurer,  establish  internal  audit  functions 
with  similar  standards,  techniques  and  methodologies  to  those  not  so  exempt. 

54.  (Section  2.7.14) 

It  is  recommended  that  the  objectives  of  each  program  be  stated  in  as  specific  a  manner  as 
possible,  with  quantitative  data  being  provided  wherever  practicable,  as  measures  of  the  in- 
tended results  to  be  achieved  by  the  expenditure  of  the  funds  requested  for  the  program.  Upon 
completion  of  the  fiscal  year,  reports  should  be  prepared  on  behalf  of  the  responsible  Minister 
evaluating  the  achievements  resulting  from  the  expenditure  of  funds  from  a  program  in  terms 
of  the  objectives  and  quantitative  data  given  in  the  estimates.  These  reports  should  result  from 
an  organized,  documented,  systematic  evaluation  of  program  activities  and  would  be  subject 
to  audit  by  the  Auditor  General.  Subsequently  the  reports  would  be  laid  before  the  Legislative 
Assembly  by  the  Minister  as  a  part  of  his  accountability  reporting. 

55.  (Section  4. 1.8)  (1978-79:  No.  3) 

It  is  recommended  that  consideration  be  given  to  classifying  as  a  regulated  fund,  the  money 
collected  and  held  by  the  partnership  which  manages  the  Western  Express  Lottery  in  Alberta, 
or  alternatively,  requiring  that  money  collected  is  subject  to  audit  by  the  Auditor  General  as 
a  condition  of  the  licence. 


52.  (Section  2.7.13) 


(1978-79:  No.  39) 


Edmonton,  Alberta 


C.A. 


February  18,  1981 


Auditor  General 
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PACIFIC  WESTERN  AIRLINES  LTD. 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1979 


AUDITORS'  REPORT  TO  THE  SHAREHOLDERS 


We  have  examined  the  consolidated  balance  sheet  of  Pacific  Western  Airlines  Ltd.  as  t 
December  31,  1979  and  the  consolidated  statements  of  earnings,  retained  earnings  and 
changes  in  financial  position  for  the  year  then  ended.  Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards,  and  accordingly  included  such 
tests  and  other  procedures  as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  these  consolidated  financial  statements  present  fairly  the  financial  posi- 
tion of  the  company  as  at  December  31,  1979  and  the  results  of  its  operations  and  the 
changes  in  its  financial  position  for  the  year  then  ended  in  accordance  with  generally 
accepted  accounting  principles  applied  on  a  basis  consistent  with  that  of  the  preceding 
year. 


Vancouver,  British  Columbia,  Canada 
February  12,  1980 


Chartered  Accountants 
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PACIFIC  WESTERN  AIRLINES  LTD. 

CONSOLIDATED  BALANCE  SHEET 
DECEMBER  31,  1979 

(With  comparative  figures  for  1978) 
ASSETS 


1979 

1978 

SOOO's 

SOOO's 

Current  assets: 

Cash  and  short-term  investments 

$  46,860 

$  35,217 

Accounts  receivable 

24,262 

18,619 

Inventory  of  parts,  materials  and  supplies  at 

the  lower  of  cost  or  net  realizable  value 

5,772 

5,770 

Prepaid  expenses  and  other  current  assets 

3,450 

1,158 

Total  current  assets 

80,344 

60,764 

Investments  (Note  2) 

113,254 

151,979 

Mortgages  and  leases  receivable,  net  of  current  portion 

2,679 

1,574 

Property  and  equipment,  at  cost: 

Flight  equipment 

161,641 

1 55,051 

Land,  building  and  ground  facilities 

23,649 

20,914 

185,290 

175,965 

Less  accumulated  depreciation 

42,314 

35,641 

142,976 

140,324 

Deposits  on  new  flight  equipment 

24,027 

4,927 

Property  and  equipment,  net 

167,003 

145,251 

Deferred  charges,  at  cost  less  amortization 

449 

612 

Deferred  income  taxes 

61 

Goodwill,  at  cost  less  amortization 

1,670 

1,719 

$365,399 

$361,960 

On  behalf  of  the  Board: 


See  accompanying  notes  to 
consolidated  financial  statements. 
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PACIFIC  WESTERN  AIRLINES  LTD. 

CONSOLIDATED  BALANCE  SHEET 
DECEMBER  31,  1979 

(With  comparative  figures  for  1978) 
LIABILITIES  AND  SHAREHOLDERS'  EQUITY 

1979  1978 

SOOO's  SOOO's 

Current  liabilities: 

Accounts  payable  and  accrued  expenses  $  36,982  $  29,682 

Current  portion  of  capital  leases  6,362  5,020 

Current  portion  of  long-term  debt  4,324  4,213 

Unearned  transportation  revenue  3,646  3,551 

Dividends  payable  —  3,081 

Deposits  on  equipment  for  sale  1,052  1,187 

Total  current  liabilities  52,366  46,734 

Long-term  debt  (Note  3)  14,660  23,118 

Capital  leases  (Note  4)  29,451  35,834 

Deferred  income  taxes  161  — 

Preferred  shares  issued  by  a  subsidiary  company  (Note  5)  220,000  220,000 

Minority  interests  —  309 
Shareholders'  equity: 
Capital  stock: 
Common  shares  without  nominal  or  par  value. 
Authorized  5,000,000  shares; 

issued  2,770,356  shares  8,590  8,590 

Retained  earnings,  per  accompanying  statement  40,171  27,375 

Total  shareholders'  equity  48,761  35,965 
Commitments  (Note  7). 

$365,399  $361,960 
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PACIFIC  WESTERN  AIRLINES  LTD. 

CONSOLIDATED  STATEMENT  OF  EARNINGS 
YEAR  ENDED  DECEMBER  31,  1979 

(With  comparative  figures  for  1978) 


1979 
SOOO's 

Operating  revenues: 
Mainline: 

Passenger  $138,901 

Cargo  18,014 

Total  mainline  156,915 

Charter  41,078 

Outside  sales  and  other  income  4,835 

202,828 

Operating  expenses: 

Flying  operations  33,058 

Fuel  35,634 

Maintenance  28,884 

Depreciation  and  amortization  9,359 

Commercial  services  61,709 

Other  operating  expenses  20,460 

Total  operating  expenses  189,104 

Operating  income  13,724 

Gain  on  disposal  of  property  and  equipment  3,799 

Interest  income  (expense),  net  (Notes  3  and  4)  15,492 

Earnings  before  income  taxes  33,015 

Income  taxes  6,360 

Earnings  before  dividends  on  preferred 

shares  of  a  subsidiary  and  minority  interest  26,655 
Dividends  on  preferred  shares  paid  by  a 

subsidiary  and  minority  interest  15,876 

Earnings  before  extraordinary  item  10,779 

Reduction  in  income  taxes  (Note  1(f))  2,017 

Net  earnings  $  12,796 


Earnings  per  common  share: 
Earnings  before  extraordinary  item  $3.89 


Net  earnings  $4-62 

See  accompanying  notes  to 
consolidated  financial  statements. 


1978 
SOOO's 


$110,136 
14,924 

125,060 
45,223 
2,823 

173,106 

27,735 
32,067 
26,368 
9,503 
50,183 
15,093 

160,949 

12,157 
2,963 
(2,925) 

12,195 
1,320 


10,875 

2,893 

7,982 
465 

$  8,447 


$3.06 


$3.24 
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PACIFIC  WESTERN  AIRLINES  LTD. 

CONSOLIDATED  STATEMENT  OF  RETAINED  EARNINGS 
DECEMBER  31,  1979 

(With  comparative  figures  for  1978) 

1979  1978 

SOOO's  SOOO's 

Balance  at  beginning  of  year                                                           $  27,375  $  19,223 

Net  earnings                                                                                   12,796  8,447 

40,171  27,670 

Cost  of  issuing  shares  in  subsidiary,  net  of  income  taxes                          —  173 

Dividends                                                                                        —  122 

—  295 


Balance  at  end  of  year  $  40,171  $  27,375 


See  accompanying  notes  to 
consolidated  financial  statements. 
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PACIFIC  WESTERN  AIRLINES  LTD. 


CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
YEAR  ENDED  DECEMBER  31,  1979 

(With  comparative  figures  for  1978) 


1979 

1978 

SOOO's 

SOOO's 

Funds  provided  by: 

Operations: 

Earnings  before  extraordinary  item 

$  10,779 

$  7,982 

Add  charges  not  requiring  working  capital 

7,852 

7,021 

PiinHc  n  row  i  H  pH  h\/  nnpratinnQ 
rui  luo  ljiuviljctlj  uy  Upci  duui  io 

18  631 

1  O/VJO  1 

15  003 

Invp^tmpnt^  M97R  i^up  of  nrpfprrpd  ^harp^ 

hv  r\  ^uh^iriiarv  npt  of  amount  invp^tpd) 

uy   a  ou  u  oiu  10  i  y  ,   i  iui  ui   qi  i  iuui  u  n  ivooicu/ 

38,725 

68,021 

Di  cooqp 1  of  pniiin m pnt 

UlOjJUOal   UI   Cl|  Li  1  yj\ I  ICI  1  L 

20  043 

8,431 

1  nnn-tp rm  Hpht 

LUI  IM    LCI  III  LJCLJL 

3,200 

Total  funds  provided 

77,399 

94,655 

Funds  applied  to: 

Property  and  equipment 

28,923 

21,526 

L/cJpUblLo  Ull   IIILjilL  tJLj  U  1  [Ji  1 1  til  U 

1Q  inn 

1  Zj  f  1  \J\J 

3  785 

Long-term  debt 

8,480 

20,910 

Capital  leases 

6,391 

7,029 

Piirph^QP  of  TrpnQpir  1  imitpH  ch^rpc 

1    LJ  1  L>  1  1  CI  oC   KJ\     1  1  d  1  1  oCj  1  1     l_  1  1  I  II  I C  VJ   Ol  Id  1  Co 

5  490 

Dividends 

122 

Working  capital  deficiency  of  Transair 

Limited  at  date  of  acquisition 

11,986 

Other,  net 

225 

574 

Total  funds  applied 

63,451 

71,422 

Increase  in  working  capital 

13,948 

23,233 

Working  capital  (deficiency)  at  beginning  of  year 

14,030 

(9,203) 

Working  capital  at  end  of  year 

$  27,978 

$  14,030 

See  accompanying  notes  to 
consolidated  financial  statements. 
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PACIFIC  WESTERN  AIRLINES  LTD. 


NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1979 

Note  1     Accounting  policies: 

(a)  Basis  of  consolidation: 

The  consolidated  financial  statements  include  the  accounts  of  the  company  and  the 
following  subsidiaries: 

Aircraft  Services  (Western)  Limited  (inactive) 

Arctic  Wings  Limited  (inactive) 

B.  C.  Air  Lines  Limited  (inactive) 

Glenlivet  Investments  Limited  (inactive) 

Midwest  Airlines  Ltd. 

Pacific  Western  (Alberta)  Ltd. 
All  significant  inter-company  transactions  have  been  eliminated  on  consolidation. 
During  the  year  the  company  and  its  subsidiaries  purchased  the  remaining  minority 
interest  of  Transair  Limited.  Subsequent  to  this  purchase  the  operations  of  Transair 
Limited  were  sold  to  the  company  and  its  remaining  assets  were  distributed  to  Pacific 
Western  (Alberta)  Ltd.  on  the  winding  up  of  Transair  Limited. 

(b)  Conversion  of  foreign  currencies: 

Current  assets  and  current  liabilities  in  foreign  currencies  have  been  translated  into 
Canadian  dollars  at  the  rate  of  exchange  in  effect  at  the  balance  sheet  date.  Long-term 
debt  payable  in  foreign  currencies  is  carried  at  rates  prevailing  at  dates  of  issue  or  forward 
exchange  contract  rates.  Gains  and  losses  resulting  from  foreign  exchange  conversions 
are  reflected  in  the  earnings  for  the  year. 

(c)  Property  and  equipment: 

Costs  of  repairs,  renewals  and  replacements,  including  major  flight  equipment  overhauls, 
are  charged  to  earnings  except  for  those  expenditures  which  improve  or  extend  the 
useful  life  of  assets  or  which  relate  to  pre-acquisition  hours.  Upon  retirement  or  disposal 
of  equipment,  the  cost  and  related  depreciation  are  removed  from  the  accounts  and  gain 
or  loss,  if  any,  is  reflected  in  the  earnings  for  the  year. 
Depreciation  is  provided  at  the  following  straight-line  rates: 

Useful  Residual 

Life  Value 

Flight  equipment: 

Jet  aircraft                                                         14-20  years  15% 

Turbo  Prop  aircraft                                              15 -20  years  15% 

Buildings                                                             10 -20  years  — 

Ground  equipment                                                  5 -10  years  — 

The  useful  life  of  each  aircraft  is  subject  to  periodic  review.  In  January,  1979  the  company 
revised  the  estimated  remaining  useful  life  of  certain  aircraft  and  the  related  rotable  spare 
parts.  The  effect  of  these  changes  is  to  increase  net  earnings  for  the  year  by  $1 ,057,000. 
Flight  equipment  includes  the  capitalized  value  of  leased  aircraft  (see  also  Note  4)  which 
have  a  net  book  value  at  December  31,  1979  of  $41,700,000  (1978  —  $44,100,000). 

(d)  Deferred  charges: 

Costs  incurred  in  corporate  re-organizations  have  been  deferred.  These  costs  are  being 
amortized  over  five  years  from  the  date  incurred. 

(e)  Goodwill: 

While  management  is  of  the  opinion  that  none  of  the  recorded  goodwill,  which  arose  in 
prior  years  on  acquisition  of  subsidiaries  and  routes,  has  diminished  in  value,  in  accord- 
ance with  the  recommendation  of  the  Canadian  Institute  of  Chartered  Accountants, 
goodwill  is  being  amortized  over  a  period  of  forty  years  commencing  January  1,  1974. 


111 


(f)    Income  taxes: 

The  company  and  its  wholly-owned  subsidiaries  are  exempt  from  taxation  under  Section 
149(1  )(d)  of  the  Income  Tax  Act. 

Certain  subsidiaries,  however,  are  not  tax  exempt  and  accordingly  these  companies 
follow  income  tax  allocation  principles  of  recording  income  taxes  based  on  their  account- 
ing income. 

When  Transair  Limited  was  wound  up  on  December  31,  1979,  the  company  recognized 
the  previously  unrecorded  tax  benefits  related  to  tax  losses  and  other  timing  differences 
of  this  subsidiary  as  an  extraordinary  item. 

Note  2  Investments: 

These  funds  are  short-term  investments  intended  to  be  used  to  purchase  additional  flight 
equipment  and  accordingly  have  not  been  included  in  current  assets. 

Note  3     Long-term  debt: 

1979  1978 

SOOO's  $000's 

6%  term  loans  from  Export-Import  Bank  of  United  States 
payable  in  U.S.  funds  by  semi-annual  instalments 
to  June  1985,  guaranteed  by  certain  Canadian  banks 
who  hold  chattel  mortgages  on  various  aircraft. 

(U.S.  $16,738,000;  1978  —  $17,900,000)                               $17,531  $18,424 
Other  agreements  and  notes  payable,  bearing  interest 
up  to  prime  plus  1%  and  payable  at  various  dates 
to  1981,  including  U.S.  $455,000  (1978  —  $5,864,000), 

secured  by  certain  aircraft  and  equipment                               1,453  8,907 

18,984  27,331 

Less  current  portion                                                              4,324  4,213 

$  14,660  $  23,118 


The  effect  of  translating  the  non-current  portion  of  U.S.  debt  at  the  current  rate  of  exchange 
would  be  to  increase  the  liability  by  $2,000,000  (1978  —  $3,100,000). 

Interest  on  long-term  debt  for  the  year  ended  December  31,  1979,  amounted  to  $1,300,000 
(1978  —  $2,800,000). 

Maturities  of  long-term  debt  for  the  next  five  years  are  as  follows: 

1979  1978 

SOOO's  SOOO's 

1979  —  F-28                                                                 $     —  $  4,646 
—  Other                                                                  —  4,213 

1980  4,324  4,172 

1981  4,302  4,297 

1982  3,612  3,609 

1983  3,170  3,166 

1 984  2,658  — 

$  18,066  $  24,103 
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Note  4     Lease  obligations: 

Minimum  lease  payments  due  under  capital  leases  are  as  follows: 


SOOO's 


1980 

$ 

9,236 

1 981 

7,474 

1982 

UjJUO 

1983 

5,997 

1984 

3,150 

1985  -  1991 

17,010 

Total  minimum  lease  payments 

49,235 

Less  amount  representing  interest 

13,422 

Balance  of  obligation 

35,813 

Less  amount  due  within  one  year 

6,362 

$ 

29,451 

The  amount  of  minimum  lease  payments  representing  interest  is  determined  as  the  amount 
necessary  to  reduce  future  minimum  lease  payments  to  their  present  value  discounted  at  the 
rate  implied  by  the  terms  of  the  lease.  Interest  on  these  agreements  for  the  year  ended 
December  31,  1979  amounted  to  $3,300,000  (1978  —  $3,700,000)  and  has  been  netted  with 
interest  income. 

The  majority  of  significant  operating  leases  are  renewable  on  an  annual  basis  and  the 
estimated  cost  over  the  next  five  years  amounts  to  an  average  of  $1,600,000  per  annum. 

Note  5     Preferred  shares  issued  by  subsidiary: 

The  preferred  shares  issued  by  a  subsidiary  company  have  preferred  rights  on  liquidation  and 
carry  a  cumulative  dividend  variable  with  current  bank  lending  rates,  payable  semi-annually. 
These  shares  have  an  annual  mandatory  sinking  fund  redemption  of  $16,500,000  from  June 
30,  1982  to  June  30,  1989,  inclusive  and  the  remaining  $88,000,000  are  to  be  redeemed  on 
June  30,  1990. 

The  shareholder  is  entitled  to  require  redemption  or  the  purchase  by  the  company  in  certain 
circumstances  of  default  or  winding  up  of  the  company. 

These  shares  are  redeemable  at  the  option  of  the  subsidiary  company  on  June  30,  1981,  at  a 
premium  of  3%,  such  premium,  reducing  annually  by  1%  until  1983. 

Note  6     Remuneration  of  directors  and  senior  officers: 

Aggregate  remuneration  of  directors,  senior  officers  and  certain  operating  personnel  of  the 
company,  as  defined  by  the  B.C.  Companies  Act,  amounts  to  $1,069,000  for  the  year. 

Note  7  Commitments: 

(a)  The  company  has  the  following  commitments  relating  to  aircraft  and  spare  engine 
purchases: 

Estimated  Cost 
Aircraft    in  thousands 


Delivery  Date  Number  Type  of  U.S.  Dollars 

1980  5  B737  $  49,000 

1981  5  B737  56,000 
1983  and  1984                           4  B767  162,000 

In  addition  the  company  has  options  to  purchase  the  following  aircraft: 

Estimated  Cost 
Aircraft  in  thousands 


Delivery  Date  Number  Type  of  U.S.  Dollars 

1982  3  B737  $  33,000 

1985  2  B767  95,000 
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(b)  With  respect  to  the  employee  pension  plans,  the  company  has  an  estimated  unfunded 
commitment  at  December  31,  1979  of  $2,900,000. 

Payments  in  1979  to  fund  this  commitment  amounted  to  $460,000  and  were  charged  to 
earnings  for  the  year. 

(c)  A  subsidiary  has  executed  an  agreement  to  sell  its  two  YS1 1  aircraft  and  related  equip- 
ment and  parts.  This  agreement  will  be  completed  and  delivery  will  take  place  in  Febru- 
ary, 1980.  The  company  also  intends  to  sell  a  surplus  Hercules  aircraft  during  1980. 

(d)  A  subsidiary  has  executed  an  agreement  effective  July  1, 1979,  subject  to  the  approval  of 
the  Air  Transport  Committee  (ATC)  of  the  Canadian  Transport  Commission,  to  sell  two 
helicopters,  to  transfer  certain  helicopter  operating  licenses  and  to  lease  eight  helicop- 
ters, miscellaneous  equipment  and  property.  As  the  approval  of  the  ATC  was  obtained  in 
January  1980,  the  operations  from  July  1, 1979  have  been  excluded  from  the  consolidated 
statement  of  earnings  and  the  net  earnings  less  lease  payments  have  been  included  in 
accounts  payable  pending  closing  which  is  expected  to  take  place  in  February  1980. 

Note  8     Prior  year's  comparative  figures: 

The  1978  figures  shown  for  comparative  purposes  have  been  restated  to  conform  with  1979 
presentation. 
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TWO  HILLS  CHEMICAL  COMPANY  LTD. 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1979 


To  the  Shareholders  of 

Two  Hills  Chemical  Company  Ltd. 

We  have  examined  the  balance  sheet  of  Two  Hills  Chemical  Company  Ltd.  as  at  Decem- 
ber 31,  1979  and  the  statements  of  loss  and  retained  earnings  and  of  changes  in  financial 
position  for  the  year  then  ended.  Our  examination  was  made  in  accordance  with  general- 
ly accepted  auditing  standards,  and  accordingly  included  such  tests  and  other  proce- 
dures as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  these  financial  statements  present  fairly  the  financial  position  of  the 
company  as  at  December  31, 1979  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted 
accounting  principles  applied  on  a  basis  consistent  with  that  of  the  preceding  year. 


January  25,  1980 

(as  to  Note  7,  February  15,  1980) 


Auditors 
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TWO  HILLS  CHEMICAL  COMPANY  LTD. 
(Under  The  Companies  Act,  Alberta) 

BALANCE  SHEET 
AS  AT  DECEMBER  31,  1979 

(with  prior  year's  figures  for  comparison) 


ASSETS 


CURRENT  ASSETS: 
Cash 

Accounts  receivable 
Accrued  fuel  gas  rebate 
Income  taxes  recoverable 
Inventories  (Note  2) 

Total  current  assets 

PROPERTY,  PLANT  AND  EQUIPMENT  (Note  3) 
Less  accumulated  depreciation 

Net  property,  plant  and  equipment 


1979 

$  14,255 
16,000 
94,763 

196,820 
321,838 

92,546 
47,620 

44,926 


1978 

$  74,325 
218 
105,086 
4,024 
146,583 

330,236 

99,026 
42,480 

56,546 


TOTAL 


$366,764 


$386,782 


Approved  by  the  Board: 


Director 


Director 


The  accompanying  notes  are  an  integral 
part  of  the  financial  statements. 
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TWO  HILLS  CHEMICAL  COMPANY  LTD. 
(Under  The  Companies  Act,  Alberta) 

BALANCE  SHEET 
AS  AT  DECEMBER  31,  1979 

(with  prior  year's  figures  for  comparison) 

LIABILITIES  AND  SHAREHOLDERS'  EQUITY 


1979  1978 


CURRENT  LIABILITIES: 

Accounts  payable  —  trade  $114,824  $159,728 

Employee  deductions  17,663  25,570 

Accrued  wages  8,450  6,350 

Accrued  holiday  pay  25,700  25,866 

Other  accrued  expenses  9,770  9,000 

Due  to  shareholder  167,547  134,507 

Total  current  liabilities  343,954  361,021 

DEFERRED  INCOME  TAXES  2,500  4,500 

SHAREHOLDERS'  EQUITY: 
Share  capital: 

Authorized  —  20,000  shares  without  nominal  or  par  value 

maximum  consideration  not  to  exceed  $20,000 

Issued  —  100  shares  1  1 

Less  unpaid  thereon   \   1 

Net  share  capital  —  — 

Retained  earnings  20,310  21,261 

Total  shareholders'  equity  20,310  21,261 

TOTAL  $366,764  $386,782 
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TWO  HILLS  CHEMICAL  COMPANY  LTD. 


STATEMENT  OF  LOSS  AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1979 

(with  prior  year's  figures  for  comparison) 


1979 

1978 

INCOME: 

Tolling  fees 

$1,947,082 

$2,121,610 

VARIABLE  COSTS  (Note  4) 

811,316 

846,595 

GROSS  MARGIN 

1,135,766 

1,275,015 
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49,002 
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?  450 
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1 54  668 

155,927 

Maintpnanrp  matprial 

1  V  1  U  l  1  It  \_>  1  IUI  Ivv     1  1  IU  L       1  IUI 

94,1 19 

137,730 

Maintenance  major  expenditures 

116,028 

106,835 

Miscellaneous  freight  expense 

17,151 

9,841 

Operating  labour 

292,732 

287,098 

Operating  supplies 

/D,DDO 

D  I  ,o/  I 

Outside  services 

7,913 

3,731 

Property  related  expenses 

99,284 

95,521 

Sundry  expense 

561 

486 

Utilities 

57,467 

48,536 

Total  plant  period  costs 

939,464 

973,208 

Less  expenses  recovered 

13,887 

4,032 

Net  plant  period  costs 

925,577 

969,176 

INCOME  BEFORE  THE  UNDERNOTED 

210,189 

305,839 

ADMINISTRATIVE  EXPENSES: 

Salaried  labour 

108,814 

122,418 

Employee  related  expenses 

31,010 

51,677 

Management  and  other  professional  fees 

50,292 

67,092 

Plant  development  programs 

22,257 

88,652 

Total  administrative  expenses 

212,373 

329,839 

LOSS  BEFORE  THE  UNDERNOTED 

2,184 

24,000 

OTHER  EXPENSES  (INCOME): 

Interest 

(1,242) 

Loss  on  disposal  of  equipment 

2,009 

LOSS  BEFORE  INCOME  TAXES 

2,951 

24,000 

RECOVERY  OF  INCOME  TAXES 

2,000 

8,900 

NET  LOSS  FOR  THE  YEAR 

951 

15,100 

RETAINED  EARNINGS  AT  BEGINNING  OF  THE  YEAR 

21,261 

36,361 

RETAINED  EARNINGS  AT  END  OF  THE  YEAR 

$  20,310 

$  21,261 

The  accompanying  notes  are  an  integral 
part  of  the  financial  statements. 
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TWO  HILLS  CHEMICAL  COMPANY  LTD. 


STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1979 


(with  prior  year's  figures  for  comparison) 


WORKING  CAPITAL  PROVIDED: 
From  operations: 
Net  loss  for  the  year 
Items  not  affecting  working  capital: 
Depreciation 
Deferred  income  taxes 
Loss  on  disposal  of  equipment 

Total 

WORKING  CAPITAL  APPLIED: 
To  operations: 

Net  loss  for  the  year 
Items  not  affecting  working  capital: 
Depreciation 
Deferred  income  taxes 

Applied  to  operations 
Additions  to  property,  plant  and  equipment 

Total 

INCREASE  (DECREASE)  IN  WORKING  CAPITAL  FOR  THE  YEAR 
WORKING  CAPITAL  DEFICIENCY  AT  BEGINNING  OF  THE  YEAR 


1979 


$  (951) 


9,611 
(2,000) 
2,009 


8,669 


8,669 
30,785 


1978 


15,100 

11,935 
300 

2,865 
1,884 

4,749 

(4,749) 
26,036 


WORKING  CAPITAL  DEFICIENCY  AT  END  OF  THE  YEAR 


$  22,116 


$  30,785 


The  accompanying  notes  are  an  integral 
part  of  the  financial  statements. 
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TWO  HILLS  CHEMICAL  COMPANY  LTD. 


NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1979 

Note  1     SIGNIFICANT  ACCOUNTING  POLICIES 
Tolling  fees 

The  company  has  entered  into  an  agreement,  which  expires  September  1,  1980,  with  a 
shareholder  to  process  on  an  exclusive  basis  certain  products  for  which  a  tolling  fee  is 

charged. 

Inventories 

Inventories  are  valued  at  the  lower  of  cost  or  replacement  cost. 
Property,  plant  and  equipment 

At  the  commencement  of  operations,  January  1, 1974,  the  company  acquired  property,  plant 
and  equipment  at  a  nominal  cost  of  $1.  All  subsequent  acquisitions  have  been  recorded  at 
cost.  Buildings  and  equipment  are  depreciated  using  the  diminishing-balance  method. 

Income  taxes 

Income  taxes  are  accounted  for  using  the  tax-allocation  basis,  under  which  income  taxes  are 
provided  in  the  year  transactions  affect  net  income,  regardless  of  when  such  transactions  are 
recognized  for  tax  purposes.  Timing  differences  giving  rise  to  deferred  income  taxes  related 
primarily  to  claiming  capital  cost  allowances  for  income  tax  purposes  in  excess  of  deprecia- 
tion charged  in  the  financial  statements. 

Note  2  INVENTORIES 

The  major  categories  of  inventories  are: 

1979  1978 

Raw  materials  $   4,822  $  790 

Consumable  chemicals  14,283  11,553 

Packaging  supplies  64,125  38,889 

Pallets  12,532  7,677 

Maintenance  stores  101,058  87,674 

$196,820  $146,583 


Note  3     PROPERTY,  PLANT  AND  EQUIPMENT 

The  major  categories  of  property,  plant  and  equipment  and  related  accumulated  depreciation 

are  as  follows: 


Property,  Plant  Accumulated 
and  Equipment   Depreciation 


1979 

1978 

1979 

197? 

Rates 

Buildings: 
Maintenance  stores 
Administration 
Safety 

$  19,416 
6,282 
5,764 

$  19,416 
6,282 
5,764 

$  7,681 
2,572 
2,360 

$  6,377 
2,160 
1,982 

10% 
10% 
10% 

Total  buildings 
Plant  equipment 
Automotive  equipment 

31,462 
51,221 
9,863 

31,462 
56,189 
11,375 

12,613 
27,538 
7,469 

10,519 
24,550 
7,411 

20% 
30% 

$  92,546 

$  99,026 

$  47,620 

$  42,480 

The  total  depreciation  provided  in  the  current  year  was  $9,61 1  (1979  —  $1 1,935). 
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Note  4     VARIABLE  COSTS 

Variable  costs  consist  of  the  following: 


Labour 
Raw  material 

Fuel  gas,  steam  and  electricity 
Packaging  materials 


Note  5     NATURAL  GAS  REBATES 


Note  6 


Note  7 


1979 

$215,778 
114,125 
267,425 
213,988 

$811,316 


1978 

$187,799 
148,158 
298,131 
212,507 

$846,595 


The  company  receives  natural  gas  rebates  from  the  Alberta  Government  based  on  the  amount 
of  natural  gas  used.  The  gross  cost  of  natural  gas  used  and  the  related  rebates  for  1979  are  as 
follows: 


Gross  cost  of  gas  supply 

Less  —  Alberta  Government  Natural  Gas  Rebates 
Net  cost  of  gas  supply 


$505,882 
191,000 

$314,882 


INCOME  TAXES 

At  December  31, 1979  the  company  has  a  loss  for  tax  purposes  of  approximately  $2,800  which 
is  available  for  the  reduction  of  future  years'  taxable  income.  This  loss  expires  in  1984. 

No  recognition  has  been  given  in  these  financial  statements  to  the  potential  tax  savings  which 
may  result  from  the  above  item. 

SUBSEQUENT  EVENT 

In  accordance  with  the  terms  of  tolling  agreement,  which  provides  the  sole  source  of  income, 
the  company  received  on  February  15,  1980,  formal  notification  that  the  agreement  will 
terminate  September  15, 1980.  It  is  anticipated  that  the  company,  as  a  result  of  termination  of 
this  contract,  will  cease  operations.  The  assets  of  the  company  at  the  date  of  cessation  of 
operations  are  expected  to  be  realized  without  a  significant  loss  to  the  company. 
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APPENDIX  II 


ALBERTA  LEGISLATURE 
OFFICE  OF  THE  AUDITOR  GENERAL 
FINANCIAL  STATEMENT 
MARCH  31,  1980 


AUDITORS'  REPORT 


To  The  Chairman, 

Select  Standing  Committee  on  the  Offices 
of  the  Auditor  General  and  the  Ombudsman 

We  have  examined  the  statement  of  receipts  and  disbursements  of  the  Office  of  the 
Auditor  General  for  the  year  ended  March  31,  1980.  Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards,  and  accordingly  included  such 
tests  and  other  procedures  as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  this  financial  statement  presents  fairly  the  receipts  and  disbursements  of 
the  Office  for  the  year  ended  March  31,  1980  in  accordance  with  the  disclosed  basis  of 
accounting  described  in  Note  2  to  the  financial  statement. 


Edmonton,  Alberta 
September  15,  1980 


Chartered  Accountants 
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ALBERTA  LEGISLATURE 
OFFICE  OF  THE  AUDITOR  GENERAL 


STATEMENT  OF  RECEIPTS  AND  DISBURSEMENTS 
FOR  THE  YEAR  ENDED  MARCH  31,  1980 

1980  1979 

RECEIPTS 

Audit  fees  $  379,175  $  288,760 

Miscellaneous                                                                               1 2,480  1,623 

391,655  290,383 


DISBURSEMENTS 
Salaries  and  wages 
Professional  services 
Data  processing  and  services 
Travel  expenses 
Employee  benefits 
Materials  and  supplies 
Equipment  purchases 
Allowances  and  supplementary  benefits 
Rentals 

Repairs  and  maintenance 
Advertising 
Freight  and  postage 
Hospitality 

Telephone  and  communications 
Insurance 


Excess  of  disbursements  over  receipts  for  the  year 
Contribution  from  the  Province  of  Alberta 


3,422,570 
590,612 
200,114 
159,831 
85,513 
69,449 
49,237 
46,932 
35,337 
9,206 
6,267 
2,851 
2,377 
1,411 
 46 

4,681,753 

4,290,098 
4,290,098 


3,011,010 
269,642 
135,741 
137,405 
79,053 
65,214 
59,733 
30,670 
11,977 
2,367 

3,563 
7,441 
933 
989 

3,815,738 

3,525,355 
3,525,355 


Nil 


Nil 


The  accompanying  notes  are  part 
of  this  financial  statement. 
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ALBERTA  LEGISLATURE 
OFFICE  OF  THE  AUDITOR  GENERAL 

NOTES  TO  THE  FINANCIAL  STATEMENT 
MARCH  31,  1980 

Note  1  Authority 

The  Office  of  the  Auditor  General  operates  under  the  authority  of  The  Auditor  General  Act, 
Chapter  56,  Statutes  of  Alberta  1977. 

Note  2     Significant  Accounting  Policies  and  Reporting  Practices 

Receipts  are  reported  on  a  cash  basis  whereas  disbursements  include  accounts  payable  for 
goods  received  and  services  rendered  to  March  31,  1980. 

Receipts  have  been  credited  as  revenue  to  the  General  Revenue  Fund  of  the  Province  and  all 
disbursements  have  been  made  therefrom. 

Had  an  accrual  basis  of  accounting  been  used,  revenue  would  have  amounted  to  $451,355 
calculated  as  follows: 

1980  1979 

Receivable  at  beginning  of  year                                        $    (15,900)  $  (14,200) 

Receipts                                                                          391,655  290,383 

375,755  276,183 

Receivable  at  end  of  year                                                     75,600  15,900 

$  451,355  $  292,083 


Note  3     Office  Accommodation 

Office  accommodation  and  certain  other  overhead  costs  incurred  in  the  administration  of  this 
Office  have  been  paid  by  the  Province  of  Alberta  and,  accordingly,  are  not  reflected  in  this 
financial  statement. 

Note  4     Approval  of  Financial  Statement 

This  financial  statement  was  approved  by  the  Management  Committee  of  the  Office  of  the 
Auditor  General  on  August  28,  1980. 
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APPENDIX  III 


Q_ALBtRTAj 

1977 

CHAPTER  56 
THE  AUDITOR  GENERAL  ACT 

(Assented  (o  November  10,  1977) 


HER  MAJESTY,  by  and  with  the  advice  and  consent  of  the 
Legislative  Assembly  of  Alberta,  enacts  as  follows: 


Definitions         1  (1)  In  this  Act, 


(a)  "Auditor  General"  means  the  Auditor  General  of 
Alberta; 

(b)  "Crown-controlled  organization"  means 

(i)  a  corporation  that  is  incorporated  by  or  under  an 
Act  of  the  Legislature,  other  than  a  local  or  private  Act, 
one  or  more  but  less  than  a  majority  of  whose  members 
or  directors  are  appointed  or  designated,  either  by  their 
personal  names  or  by  their  names  of  office,  by  an  Act  of 
the  Legislature  or  regulations  under  an  Act  of  the  Legis- 
lature, by  an  order  of  the  Lieutenant  Governor  in 
Council  or  of  a  Minister  of  the  Crown  or  by  any 
combination  thereof,  or 

(ii)  an  unincorporated  board,  commission,  council  or 
other  body  that  is  not  a  department  or  part  of  a 
department,  one  or  more  but  less  than  a  majority  of 
whose  members  are  appointed  or  designated,  either  by 
their  personal  names  or  by  their  names  of  office,  by  an 
Act  of  the  Legislature  or  regulations  under  an  Act  of  the 
Legislature,  by  an  order  of  the  Lieutenant  Governor  in 
Council  or  of  a  Minister  of  the  Crown  or  by  any 
combination  thereof, 

that  is  responsible  for  the  administration  of  public  money  or 
assets  owned  by  the  Crown,  and  includes  a  corporation, 
more  than  50%  but  less  than  100%  of  whose  issued  voting 
shares  are  owned  by  the  Crown  or  held  in  trust  for  the 
Crown  or  are  partly  owned  by  the  Crown  and  partly  held  in 
trust  for  the  Crown; 
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Chap.  56 


AUDITOR  GENERAL 


1977 


(c)  '  'department' '  means  a  department  as  denned  in  section 
1  of  The  Financial  Administration  Act,  1977  and  includes 


(i)  the  officers  and  employees  of  the  Legislative 
Assembly, 

(ii)  the  Ombudsman  and  the  staff  of  the  Office  of  the 
Ombudsman,  and 

(iii)  the  Chief  Electoral  Officer  and  the  staff  of  the 
Office  of  the  Chief  Electoral  Officer; 

(d)  ''employee  of  the  Office  of  the  Auditor  General" 
includes  a  person  engaged  on  a  fee  basis  by  the  Auditor 
General; 

(e)  "public  money1'  means  public  money  as  defined  in  The 
Financial  Administration  Act,  1977  and  includes  money  form- 
ing part  of  the  Treasury  Branches  Deposits  Fund; 

(f)  "regulated  fund"  means  a  regulated  fund  as  defined  in 
The  Financial  Administration  Act,  1977  and  includes  the 
Treasury  Branches  Deposits  Fund; 

(g)  "Select  Standing  Committee"  means  the  Select  Standing  Com- 
mittee on  the  Legislative  Offices; 

(h)  "voting  share"  means  a  share  of  any  class  of  shares  of  a 
corporation  carrying  full  or  limited  voting  rights  ordinarily 
exercisable  at  meetings  of  shareholders  of  the  corporation  or 
a  share  of  any  class  of  shares  of  a  corporation  carrying  voting 
rights  by  reason  of  a  contingency  that  has  occurred  and  is 
continuing. 

(2)  Except  as  provided  in  subsection  (1),  words  or  expressions 
defined  in  The  Financial  Administration  Act,  1977  have  the  same 
meaning  in  this  Act. 


2(1)  There  is  hereby  established  a  select  standing  committee  of 
the  Assembly  called  the  "Select  Standing  Committee  on  the 
Office  of  the  Auditor  General"  consisting  of  9  members,  one  of 
whom  shall  be  the  chairman  and  another  of  whom  shall  be  the 
deputy  chairman. 

(2)  The  members  of  the  Select  Standing  Committee  and  its 
chairman  and  deputy  chairman  shall  be  appointed  at  the 
commencement  of  each  session  in  the  same  way  that  members, 
chairmen  and  deputy  chairmen  are  appointed  to  other  select 
standing  committees  of  the  Assembly. 

(3)  In  the  absence  of  the  chairman  and  deputy  chairman  at  a 
meeting  of  the  Select  Standing  Committee,  the  members  pre- 
sent shall  appoint  a  member  to  preside  at  that  meeting. 


Establishment 
of  select 
standing 
committee 
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(4)  The  Select  Standing  Committee  may,  without  leave  of  the 
Assembly,  sit  during  a  period  when  the  Assembly  is  adjourned 
or  after  prorogation  of  the  Legislature. 

(5)  For  the  purposes  of  The  Financial  Administration  Act,  1977,  a 
person  who  holds  the  office  of  chairman  or  deputy  chairman  of 
the  Select  Standing  Committee  at  the  time  of  a  dissolution  of 
the  Legislature  continues  to  hold  the  office  of  chairman  or 
deputy  chairman  until  the  day  preceding  the  date  fixed  by 
Proclamation  for  the  next  sitting  of  the  Legislature  to  begin. 


Appointment 
of  Auditor 
General 


3(1)  There  shall  be  appointed  pursuant  to  this  Act  an  Auditor 
General  who  shall  be  an  officer  of  the  Legislature. 

(2)  Subject  to  section  6,  the  Lieutenant  Governor  in  Council 
shall  appoint  the  Auditor  General,  on  the  recommendation  of 
the  Assembly,  for  a  term  not  exceeding  8  years. 

(3)  An  Auditor  General  is  eligible  for  reappointment  under 
subsection  (2). 


Resignation 
of  Auditor 
General 


4  The  Auditor  General  may  at  any  time  resign  his  office  by 
writing  addressed  to  the  Speaker  of  the  Assembly  or,  if  there  is 
no  Speaker  or  if  the  Speaker  is  absent  from  Alberta,  to  the 
Clerk  of  the  Assembly. 


Suspension  or      5  On  the  recommendation  of  the  Assembly,  the  Lieutenant 
removal  from      Governor  in  Council  may,  at  any  time,  suspend  or  remove  the 
Auditor  General  from  office. 


Vacancy 
in  office 


6(1)  If  a  vacancy  in  the  office  of  the  Auditor  General  occurs 
while  the  Legislature  is  in  session  but  no  recommendation  is 
made  by  the  Assembly  before  the  close  of  that  session,  subsec- 
tion (2)  applies  as  if  the  vacancy  had  occurred  while  the  Legisla- 
ture was  not  in  session. 


(2)  If  a  vacancy  occurs  while  the  Legislature  is  not  in  session, 
the  Lieutenant  Governor  in  Council,  on  the  recommendation  of 
the  Select  Standing  Committee,  may  appoint  an  Auditor  Gener- 
al to  fill  the  vacancy  and  unless  his  office  sooner  becomes 
vacant,  the  person  so  appointed  holds  office  until  an  Auditor 
General  is  appointed  under  section  3,  but  if  an  appointment 
under  section  3  is  not  made  within  30  days  after  the  com- 
mencement of  the  next  ensuing  session,  the  appointment  under 
this  subsection  lapses  and  there  shall  be  deemed  to  be  another 
vacancy  in  the  office  of  Auditor  General. 


Salary  and 
benefits 


7(1)  The  Auditor  General  shall  be  paid  a  salary  at  a  rate  set  by 
the  Select  Standing  Committee  and  the  Select  Standing  Com- 
mittee shall  review  that  salary  rate  at  least  once  a  year. 
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(2)  The  Auditor  General  shall  receive  similar  benefits  as  are 
provided  to  Deputy  Ministers. 


Acling  Auditor 
General 


8(1)  The  Auditor  General  may  appoint  an  employee  of  the 
Office  of  the  Auditor  General  as  Acting  Auditor  General. 


(2)  If  there  is  neither  an  Auditor  General  nor  an  Acting 
Auditor  General,  the  Lieutenant  Governor  in  Council  may 
appoint  a  person  as  Acting  Auditor  General  to  hold  office  until 
an  Acting  Auditor  General  is  appointed  under  subsection  (1). 

(3)  In  the  event  of  the  absence  or  inability  to  act  of  the  Auditor 
General,  or  when  there  is  a  vacancy  in  the  office  of  the  Auditor 
General,  the  Acting  Auditor  General  has  all  the  powers  and 
shall  perform  the  duties  of  the  Auditor  General. 


Office  ol  the 
Auditor  General 


9(1)  There  shall  be  a  department  of  the  public  service  of 
Alberta  called  the  Office  of  the  Auditor  General  consisting  of 
the  Auditor  General  and  those  persons  employed  pursuant  to 
The  Public  Service  Act  as  are  necessary  to  assist  the  Auditor 
General  in  carrying  out  his  functions  under  this  or  any  other 
Act. 


(2)  On  the  recommendation  of  the  Auditor  General,  the  Select 
Standing  Committee  may,  by  resolution,  direct  that  any  regula- 
tion, order  or  directive  made  under  The  Public  Service  Act  ox  The 
Tinancial  Administration  Act,  1977  ox  any  allocation,  designation 
or  other  decision  of  the  Public  Service  Commissioner  under  The 
Public  Service  Act  be  inapplicable  to,  or  be  varied  in  its  operation 
in  respect  of,  the  Office  of  the  Auditor  General. 

(3)  A  direction  made  under  subsection  (2)  in  relation  to  a 
regulation,  order  or  directive  made  under  The  Financial  Admin- 
istration Act,  7977operates  notwithstanding  that  Act. 


Engagement  of 
services  on  fee 
basis 


10  The  Auditor  General  may  engage,  on  a  fee  basis,  any 
person  to  act  as  his  agent  for  the  purpose  of  conducting  an  audit 
or  examination  that  the  Auditor  General  is  empowered  or 
required  to  conduct  or  to  perform  a  service  that  the  Auditor 
General  considers  necessary  in  order  to  properly  exercise  or 
perform  his  powers  and  duties. 


Delegation  of 
power  or  duty 


11(1)  Subject  to  subsection  (2),  the  Auditor  General  may 
delegate  to  an  employee  of  the  Office  of  the  Auditor  General 
any  power  or  duty  conferred  or  imposed  on  the  Auditor  General 
by  this  or  any  other  Act. 

(2)  The  Auditor  General  may  not  delegate  a  power  or  duty  to 
report 
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(a)  to  the  Assembly  or  a  committee  of  the  Assembly, 
without  the  consent  of  the  Assembly  or  the  committee  to 
which  the  report  is  to  be  made,  or 

(b)  to  the  Lieutenant  Governor  in  Council,  without  the 
consent  of  the  Lieutenant  Governor  in  Council. 


Auditor  General     12   The  Auditor  General 

as  auditor 

(a)  is  the  auditor  of  every  department,  regulated  fund, 
revolving  fund  and  Provincial  agency,  and 

(b)  may  with  the  approval  of  the  Select  Standing  Committee 
be  appointed  by  a  Crown-controlled  organization  or  any 
other  organization  or  body  as  the  auditor  of  that  Crown- 
controlled  organization  or  other  organization  or  body. 


13(1)  The  Auditor  General  shall  submit  annually  to  the  Select 
Standing  Committee  an  estimate  of  the  sums  that  will  be 
required  to  be  provided  by  the  Legislature  for  the  payment  of 
the  salaries,  allowances  and  expenses  of  the  Office  of  the 
Auditor  General  during  the  next  ensuing  fiscal  year. 

(2)  The  Select  Standing  Committee  shall  review  each  estimate 
submitted  pursuant  to  subsection  (1)  and,  upon  completion  of 
the  review,  the  chairman  of  the  Committee  shall  submit  the 
estimate  to  the  Treasurer  for  inclusion  in  the  estimates. 

(3)  Where  at  any  time  the  Legislative  Assembly  is  not  in 
session  the  Select  Standing  Committee,  or  if  there  is  no  Select 
Standing  Committee,  the  Provincial  Treasurer, 

(a)  reports  that  the  Auditor  General  has  certified  that  in  the 
public  interest,  an  expenditure  of  public  money  is  urgently 
required  in  respect  to  any  matter  pertaining  to  his  office,  and 

(b)  reports  either  that 

(i)  there  is  no  supply  vote  under  which  an  expenditure 
with  respect  to  that  matter  may  be  made,  or 

(ii)  there  is  a  supply  vote  under  which  an  expenditure 
with  respect  to  that  matter  may  be  made  but  the 
authority  available  under  the  supply  vote  is  insufficient, 

the  Lieutenant  Governor  in  Council  may  order  a  special  warrant 
to  be  prepared  to  be  signed  by  himself  authorizing  the  expendi- 
ture of  the  amount  estimated  to  be  required. 

(4)  Where  the  Legislative  Assembly  is  adjourned  for  a  period 
of  more  than  14  days  then,  for  the  purposes  of  subsection  (3), 
the  Assembly  shall  be  deemed  not  to  be  in  session  during  the 
period  of  the  adjournment. 
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(5)  Where  a  special  warrant  is  prepared  and  signed  under 
subsection  (3)  on  the  basis  of  a  report  referred  to  in  subsection 
(3)(b)(i),  the  authority  to  spend  the  amount  of  money  specified 
in  the  special  warrant  for  the  purpose  specified  in  the  special 
warrant  is  deemed  to  be  a  supply  vote  for  the  purposes  of  The 
Financial  Administration  Act,  1977  for  the  fiscal  year  in  which  the 
special  warrant  is  signed. 

(6)  Where  a  special  warrant  is  prepared  and  signed  under 
subsection  (3)  on  the  basis  of  a  report  referred  to  in  subsection 
(3)(b)(ii),  the  authority  to  spend  the  amount  of  money  speci- 
fied in  the  special  warrant  is,  for  the  purposes  of  The  Financial 
Administration  Act,  1977,  added  to  and  deemed  to  be  part  of  the 
supply  vote  to  which  the  report  relates. 

(7)  Where  a  special  warrant  has  been  prepared  and  signed 
pursuant  to  this  section,  the  amounts  authorized  by  it  are 
deemed  to  be  included  in,  and  not  to  be  in  addition  to,  the 
amounts  authorized  by  the  Act,  not  being  an  Act  for  interim 
supply,  enacted  next  after  it  for  granting  to  Her  Majesty  sums  of 
money  to  defray  certain  expenditures  of  the  Public  Service  of 
Alberta. 


Auditor  General     14  The  Auditor  General  may  charge  fees  for  professional  ser- 
may  charge  fees     vjces  rendered  by  his  Office  on  a  basis  approved  by  the  Select 
Standing  Committee. 


Access  to  15(1)  The  Auditor  General  is  entitled  to  access  at  all  reason- 

information  abje  tjmes  tQ 

(a)  the  records  of  a  department,  fund  administrator  or  Pro- 
vincial agency,  and 

(b)  electronic  data  processing  equipment  owned  or  leased  by 
a  department,  fund  administrator  or  Provincial  agency, 

for  any  purpose  related  to  the  exercise  or  performance  of  his 
powers  and  duties  under  this  or  any  other  Act. 

(2)  A  public  employee,  public  official  or  personal  service  con- 
tractor shall  give  to  the  Auditor  General  any  information, 
reports  or  explanations  that  the  Auditor  General  considers 
necessary  to  enable  him  to  exercise  or  perform  his  powers  and 
duties  under  this  or  any  other  Act. 

(3)  The  Auditor  General  may  station  in  the  offices  of  any 
department,  fund  administrator  or  Provincial  agency,  any  em- 
ployee of  the  Office  of  the  Auditor  General  for  the  purpose  of 
enabling  the  Auditor  General  to  more  effectively  exercise  or 
perform  his  powers  and  duties  under  this  or  any  other  Act,  and 
the  department,  fund  administrator  or  Provincial  agency  shall 
provide  the  necessary  office  accommodation  for  an  employee  so 
stationed. 
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(4)  The  Auditor  General  or  an  employee  of  the  Office  of  the 
Auditor  General  who  receives  information  from  a  person  whose 
right  to  disclose  that  information  is  restricted  by  law,  holds  that 
information  under  the  same  restrictions  respecting  disclosure  as 
governed  the  person  from  whom  the  information  was  obtained. 


Right  lo 
information 


16(1)  If  the  accounts  of  a  Crown-controlled  organization  are 
audited  other  than  by  the  Auditor  General,  the  person  perform- 
ing the  audit  shall 

(a)  deliver  to  the  Auditor  General  immediately  after  com- 
pleting the  audit  a  copy  of  the  report  of  his  findings  and  his 
recommendations  to  management  and  a  copy  of  the  audited 
financial  statements  of  the  Crown-controlled  organization, 

(b)  make  available  immediately  to  the  Auditor  General 
upon  his  request  all  working  papers,  reports,  schedules  and 
other  documents  in  respect  of  the  audit  or  in  respect  of  any 
other  audit  of  the  Crown-controlled  organization  specified  in 
the  request,  and 

(c)  provide  immediately  to  the  Auditor  General  upon  his 
request  a  full  explanation  of  the  work  performed,  tests  and 
examination  made  and  the  results  obtained,  and  any  other 
information  within  the  knowledge  of  the  person  in  respect  of 
the  Crown-controlled  organization. 

(2)  If  any  information,  explanation  or  document  required  to  be 
delivered  to  or  requested  by  the  Auditor  General  under  subsec- 
tion (1)  is  not  delivered,  made  available  or  provided  to  him  or  if 
the  Auditor  General  is  of  the  opinion  that  any  information, 
explanation  or  document  that  is  delivered,  made  available  or 
provided  to  him  pursuant  to  subsection  (1)  is  not  adequate  to 
permit  him  to  exercise  or  perform  his  powers  and  duties  under 
this  or  any  other  Act,  the  Auditor  General  may  make  any 
additional  examination  or  investigation  of  the  records  and  oper- 
ations of  the  Crown-controlled  organization  that  he  considers 
necessary. 


Special  duties 
of  Auditor 
General 


17(1)  The  Auditor  General  shall  perform  such  special  duties  as 
may  be  specified  by  the  Assembly. 

(2)  The  Auditor  General  shall  perform  such  special  duties  as 
may  be  specified  by  the  Executive  Council,  but  only  if  those 
special  duties  do  not  conflict  with  or  impair  the  exercise  or 
performance  of  any  of  his  powers  and  duties  under  this  or  any 
other  Act. 


Annual  report 
on  financial 
statements 


18(1)  After  the  end  of  each  fiscal  year  of  the  Crown,  the 
Auditor  General  shall  report  to  the  Assembly  on  the  financial 
statements  of  the  Crown  for  that  fiscal  year. 
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(2)  A  report  of  the  Auditor  General  under  subsection  (1)  shall 

(a)  include  a  statement  as  to  whether,  in  his  opinion,  the 
financial  statements  present  fairly  the  financial  position, 
results  of  operations  and  changes  in  financial  position  of  the 
Crown  in  accordance  with  the  disclosed  accounting  prin- 
ciples, and  as  to  whether  they  are  on  a  basis  consistent  with 
that  of  the  preceding  fiscal  year, 

(b)  where  the  report  contains  a  reservation  of  opinion  by 
the  Auditor  General,  state  his  reasons  for  that  reservation 
and  indicate  the  effect  of  any  deficiency  on  the  financial 
statements,  and 

(c)  include  any  other  comments  related  to  his  audit  of  the 
financial  statements  that  he  considers  appropriate. 


Annujl  report  19(1)  After  the  end  of  a  fiscal  year  of  the  Crown,  the  Auditor 
Generda'itor         General  shall  report  to  the  Legislative  Assembly 

(a)  on  the  work  of  his  office,  and 

(b)  on  whether,  in  carrying  on  the  work  of  his  office,  he 
received  all  the  information,  reports  and  explanations  he 
required. 

(2)  A  report  of  the  Auditor  General  under  subsection  (1)  shall 
include  the  results  of  his  examinations  of  the  organizations  of 
which  he  is  the  auditor,  giving  details  of  any  reservation  of 
opinion  made  in  an  audit  report,  and  shall  call  attention  to  every 
case  in  which  he  has  observed  that 

(a)  collections  of  public  money 

(i)  have  not  been  effected  as  required  under  the 
various  Acts  and  regulations,  directives  or  orders  under 
those  Acts, 

(ii)  have  not  been  fully  accounted  for,  or 

(iii)  have  not  been  properly  reflected  in  the  accounts, 

(b)  disbursements  of  public  money 

(i)  have  not  been  made  in  accordance  with  the  authori- 
ty of  a  supply  vote,  Heritage  Fund  vote  or  relevant  Act, 

(ii)  have  not  complied  with  regulations,  directives  or 
orders  applicable  to  those  disbursements,  or 

(iii)  have  not  been  properly  reflected  in  the  accounts, 

(c)  assets  acquired,  administered  or  otherwise  held  have  not 
been  adequately  safeguarded  or  accounted  for, 
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(d)  accounting  systems  and  management  control  systems, 
including  those  systems  designed  to  ensure  economy  and 
efficiency,  that  relate  to  revenue,  disbursements,  the  preser- 
vation or  use  of  assets  or  the  determination  of  liabilities 
were  not  in  existence,  were  inadequate  or  had  not  been 
complied  with,  or 

(e)  where  appropriate  and  reasonable  procedures  could  have 
been  used  to  measure  and  report  on  the  effectiveness  of 
programs,  those  procedures  were  either  not  established  or 
were  not  being  complied  with, 

and  shall  call  attention  to  any  other  case  that  he  considers 
should  be  brought  to  the  notice  of  the  Assembly. 

(3)  In  a  report  under  subsection  (1),  the  Auditor  General  may 

(a)  comment  on  the  financial  statements  of  the  Crown, 
Provincial  agencies.  Crown-controlled  organizations  or  any 
other  organization  or  body  of  which  he  is  the  auditor  on  any 
matter  contained  in  them  and  on 

(i)  the  accounting  policies  employed,  and 

(ii)  whether  the  substance  of  any  significant  underlying 
financial  matter  that  has  come  to  his  attention  is  ade- 
quately disclosed, 

(b)  include  summarized  information  and  the  financial 
statements  of  an  organization  on  which  he  is  reporting  or 
summaries  of  those  financial  statements,  or 

(c)  comment  on  the  suitability  of  the  form  of  the  estimates 
as  a  basis  for  controlling  disbursements  for  the  fiscal  year 
under  review. 

(4)  The  annual  report  shall  be  presented  by  the  Auditor 
General  to  the  chairman  of  the  Select  Standing  Committee  who 
shall  lay  the  report  before  the  Assembly  forthwith  if  it  is  then 
sitting  or,  if  it  is  not  sitting,  within  15  days  after  the  com- 
mencement of  the  next  sitting. 

(5)  The  Auditor  General  need  not  report  on  deficiencies  in 
systems  or  procedures  otherwise  subject  to  report  under  subsec- 
tion (2)(d)  or  (e)  which,  in  his  opinion,  have  been  or  are  being 
rectified. 


Special  reports  20(1)  The  Auditor  General  may  prepare  a  special  report  to  the 
Assembly  on  any  matter  of  importance  or  urgency  that,  in  his 
opinion,  should  not  be  deferred  until  the  presentation  of  his 
annual  report  under  section  19. 

(2)  A  report  prepared  pursuant  to  this  section  shall  be  pre- 
sented to  the  chairman  of  the  Select  Standing  Committee  who 
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shall  lay  the  report  before  the  Assembly  forthwith  if  it  is  then 
sitting  or,  if  it  is  not  sitting,  within  15  days  after  the  com- 
mencement of  the  next  sitting. 


Establishment 
of  Audit 
(  ommitiee 


21  (1)  There  is  hereby  established  a  committee  called  the  Audit 
Committee  consisting  of  not  more  than  7  persons  appointed  as 
members  of  the  Committee  by  the  Lieutenant  Governor  in 
Council. 


(2)  The  Lieutenant  Governor  in  Council  shall  designate  one  of 
the  members  of  the  Audit  Committee  as  chairman. 

(3)  The  Lieutenant  Governor  in  Council  may  authorize,  fix 
and  provide  for  the  payment  of  remuneration  and  expenses  to 
the  members  of  the  Audit  Committee. 


Meetings  of 
Audit  Committee 


22(1)  The  Audit  Committee  may  make  rules,  not  inconsistent 
with  this  Act,  respecting  the  calling  of,  and  the  conduct  of 
business  at,  its  meetings. 


(2)  The  chairman  of  the  Audit  Committee  shall,  upon  request 
of  the  Auditor  General,  call  a  meeting  of  the  Audit  Committee 
to  review  any  matter  that  the  Auditor  General  considers  should 
be  brought  to  the  attention  of  the  Audit  Committee. 


Information  re 
scope  and 
results  of 
audit 


23  The  Auditor  General  shall  give  to  the  Audit  Committee 
any  information  that  he  considers  reasonable  and  appropriate  to 
enable  the  Audit  Committee  to  advise  the  Lieutenant  Governor 
in  Council  on  the  scope  and  results  of  the  Auditor  General's 
audit  of  departments,  regulated  funds,  revolving  funds,  Provin- 
cial agencies  and  Crown-controlled  organizations. 


Availability  of 
reports 


24  An  annual  report  of  the  Auditor  General  and  any  special 
report  made  under  section  20  shall  be  made  available  to  the 
Audit  Committee  before  it  is  presented  to  the  chairman  of  the 
Select  Standing  Committee. 


When  report 
not  required 


25  In  a  report  made  under  this  or  any  other  Act  the  Auditor 
General  need  not  report  on  matters  that  are,  in  his  opinion, 
immaterial  or  insignificant. 


Supplementary 
information 


26  The  Auditor  General  shall,  at  the  request  of  a  select 
standing  committee  of  the  Assembly  engaged  in  reviewing 
financial  statements  of  the  Crown  or  an  organization  of  which 
he  is  the  auditor,  attend  the  meetings  of  the  committee  in  order 
to  give  supplementary  information  to  the  committee  respecting 
the  financial  statements  or  a  report  of  the  Auditor  General. 


136 


1977 


AUDITOR  GENERAL 


Chap.  56 


Audn  working 
papers 


27  Audit  working  papers  of  the  Office  of  the  Auditor  General 
shall  not  be  tabled  in  the  Legislative  Assembly  or  before  a 
Committee  of  the  Legislative  Assembly. 


Report  alter 
examination 


28  The  Auditor  General  shall  as  soon  as  practicable  advise  the 
appropriate  officers  or  employees  of  a  department.  Provincial 
agency  or  Crown-controlled  organization  of  any  matter  discov- 
ered in  his  examinations  that,  in  the  opinion  of  the  Auditor 
General,  is  material  to  the  operation  of  the  department.  Provin- 
cial agency  or  Crown-controlled  organization,  and  shall  as  soon 
as  practicable  advise  the  Treasurer  of  any  of  those  matters  that, 
in  the  opinion  of  the  Auditor  General,  are  material  to  the 
exercise  or  performance  of  the  Treasurer's  powers  and  duties. 


Advice  on 
organization, 
systems,  etc 


29  The  Auditor  General  may,  at  the  request  of  a  department. 
Provincial  agency  or  Crown-controlled  organization  or  any  other 
organization  or  body  of  which  he  is  the  auditor,  provide  advice 
relating  to  the  organization,  systems  and  proposed  course  of 
action  of  the  department.  Provincial  agency  or  Crown-controlled 
or  other  organization  or  body. 


Annual  audit  30(1)  The  Select  Standing  Committee  shall  appoint  an  auditor 
to  audit  the  receipts  and  disbursements  of  the  Office  of  the 
Auditor  General. 

(2)  An  auditor  appointed  under  subsection  (1)  has  the  same 
powers  and  shall  perform  the  same  duties  in  relation  to  an  audit 
of  the  receipts  and  disbursements  of  the  Office  of  the  Auditor 
General  as  the  Auditor  General  has  or  performs  in  relation  to 
an  audit  of  the  receipts  and  disbursements  of  a  department. 

(3)  An  auditor  appointed  under  subsection  (1)  shall  report  the 
results  of  his  audit  annually  to  the  Select  Standing  Committee. 

(4)  A  report  made  under  this  section  shall  be  presented  to  the 
chairman  of  the  Select  Standing  Committee  and  to  the  Treasur- 
er for  inclusion  in  the  public  accounts. 


Reference  to 
Provincial  Auditor 


31  A  reference  to  the  Provincial  Auditor  in  an  Act  of  the 
Legislature,  in  any  regulation,  order  or  directive  made  under  an 
Act  of  the  Legislature  or  in  any  document  or  instrument,  made 
before  the  commencement  of  this  Act  is  deemed  to  be  a 
reference  to  the  Auditor  General,  unless  the  context  otherwise 
requires. 


Acts  amended 


Auditor 


32(1)  The  Agricultural  Development  Act  is  amended  by  repealing 
section  8  and  substituting  the  following: 

8  The  Auditor  General  is  the  auditor  of  the  Corporation. 
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(2)  The  Alberta  General  Insurance  Company  Act  is  amended  by 
repealing  section  21(2)  and  substituting  the  following: 

(2)  The  Auditor  General  is  the  auditor  of  the  Company. 

( 3 )  The  A  Iberta  Go  vernment  Telephones  A  ct  is  amended 

(a)  in  section  8( 1)  by  striking  out  "and  auditing", 

( b)  by  repealing  section  22  and  substituting  the  following: 

Auditor  22  The    Auditor    General    is    the    auditor    of  the 

commission. 

(c)  in  section  23(1)  by  striking  out  "of  its  financial  transac- 
tions during  the  period1\ 

(4)  The  A  Iberta  Heritage  Sa  vings  Trust  Fund  A  ct  is  amended 

(a)  by  repealing  section  12(1)  and  substituting  the  following: 

Auditor  12(1)  The  Auditor  General  is  the  auditor  of  the  Trust 

Fund. 

(b)  in  section  12(2)  by  striking  out  "Provincial  Auditor"  and 
substituting  "Auditor General". 

(5)  The  Alberta  Historical  Resources  Act  is  amended  by  repealing 
section  31  and  substituting  the  following: 

Auditor  31   The  Auditor  general  is  the  auditor  of  the  Foundation. 

(6)  The  Alberta  Municipal  Financing  Corporation  Act  is  amended 
by  repealing  section  33  and  substituting  the  following: 

Auditor  33  The  Auditor  General  is  the  auditor  of  the  corporation. 

(7)  The  Alberta  Opportunity  Fund  Act  is  amended  in  section  17(3) 
by  striking  out  "Provincial  Auditor"  and  substituting  "Auditor 
General". 

(8)  The  Alberta  Resources  Railway  Corporation  Act  is  amended  by 
repealing  section  25  and  substituting  the  following: 

Auditor  25  The  Auditor  General  is  the  auditor  of  the  Corporation. 

(9)  The  Alcoholism  and  Drug  Abuse  Act  is  amended 

(a)  by  repealing  section  9  and  substituting  the  following: 

Auditor  9  The    Auditor    General    is    the    auditor    of  the 

Commission. 

(b)  in  section  12(1)  by  striking  out  "of  its  accounts  and 
financial  transactions  during  that  period". 
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(10)  The  Alberta  Art  Foundation  Act  is  amended  by  repealing  sec- 
tion 9(1)  and  substituting  the  follow  ing: 

Audnor  9(1)  The  Auditor  General  is  the  auditor  of  the  Foundation. 

(11)  The  Cancer  Treatment  and  Prevention  Act  is  amended 

(a)  in  section  13(2)  by  striking  out  "for  the  certification  of  the 
Provincial  Auditor"  and  substituting  "for  audit  by  the  Audi- 
tor General", 

(b)  in  section  13(3)  by  striking  out  "Provincial  Auditor  or  his 
nominee"  and  substituting  "Auditor  General",  and 

(c)  in  section  14(2)  by  striking  out  "the  statements  prepared 
pursuant  to  section  13,  subsection  (2)  and  certified  by  the 
Provincial  Auditor,"  and  substituting  "the  audited  financial 
statements". 

(12)  The  Colleges  Act  is  amended  by  repealing  section  39  and 
substituting  the  following: 

Auditor  39  The  Auditor  General  is  the  auditor  of  a  college  board. 

(13)  The  Cultural  Development  Act  is  amended  in  section  7(7)  by 
striking  out  "Provincial  Auditor"  and  substituting  "Auditor 
General". 

( 1 4)  The  Department  of  Government  Services  Act  is  amended 

(a)  in  section  7(3)(d)  by  striking  out  "Provincial  Auditor" 
and  substituting  "Auditor  General". 

(b)  in  section  12(5)  by  striking  out  "Provincial  Auditor"  and 
substituting  "Auditor General". 

(15)  The  Department  of  Housing  and  Public  Works  Act  is  amended 
in  section  16 

(a)  by  repealing  subsection  (1)  and  substituting  the  following: 


statements 


Annual  16(1)  On  or  before  June  15  in  each  year  the  Minister 

shall 

(a)  cause  to  be  prepared  a  balance  sheet  and  state- 
ment of  operations  of  the  revolving  fund  for  the 
immediately  preceding  fiscal  year, 

(b)  submit  the  financial  statements  to  the  Auditor 
General. 

(b)  in  subsection  (2)  by  striking  out  "The  statements  as  certi- 
fied by  the  Provincial  Auditor"  and  substituting  "The  audited 
financial  statements",  and 
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(c)  in  subsection  (3)  by  striking  out  "statements  certified  by 
the  Provincial  Auditor"  and  substituting  "audited  financial 
statements". 


(16)  The  Department  of  Social  Services  and  Community  Health  Act 
is  amended  in  section  13 


(a)  in  subsection  (1)0)  by  adding  "if  the  Auditor  General  is 
not  the  auditor  of  a  composite  board,"  before  "provide", 
and 

(b)  in  subsection  (Dig)  by  striking  out  "Provincial  Auditor" 
and  substituting  "Provincial  Treasurer". 

(17)  The  Department  of  Transportation  Act  is  amended  in  section 
13 

(a)  by  repealing  subsection  (J)  and  substituting  the  following: 

13(1)  On  or  before  June  15  in  each  year  the  Minister 
shall 

(a)  cause  to  be  prepared  a  balance  sheet  and  state- 
ment of  operations  of  the  revolving  fund  for  the 
immediately  preceding  fiscal  year,  and 

(b)  submit  the  financial  statements  to  the  Auditor 
General. 

(b)  in  subsection  (2)  by  striking  out  "The  statements  as  certi- 
fied by  the  Provincial  Auditor"  and  substituting  "The  audited 
financial  statements",  and 

(c)  in  subsection  (3)  by  striking  out  "statements  certified  by 
the  Provincial  Auditor"  and  substituting  "audited  financial 
statements". 


(18)  The  Drainage  Districts  Act  is  amended  by  striking  out  "Pro- 
vincial Auditor"  wherever  it  appears  in  the  following  provisions  and 
substituting  "Auditor General": 

section  28; 

section  61  (6). 

(19)  The  Environment  Council  Act  is  amended  by  repealing  section 
8(3)  and  substituting  the  following: 

(3)  The  Auditor  General  is  the  auditor  of  the  Council. 

(20)  The  Glenbow- Alberta  Institute  Act  is  amended  by  repealing 
section  19  and  substituting  the  following: 
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1 9  The  Auditor  General  is  the  auditor  of  the  Institute. 


(21)  The  Hail  and  Crop  Insurance  Act  is  amended  by  repealing 
section  8  and  substituting  the  following: 

Auditor  8  The  Auditor  General  is  the  auditor  of  the  Corporation. 

(22)  The  Alberta  Home  Mortgage  Corporation  Act  is  amended  by 
repealing  section  11  and  substituting  the  following: 

Auditor  11  The  Auditor  General  is  the  auditor  of  the  Corporation. 

(23)  The  A  Iberta  Housing  A  ct  is  amended 

(a)  by  repealing  section  18  and  substituting  the  following: 

Auditor  18  The    Auditor   General    is    the   auditor    of  the 

Corporation. 

( b)  by  repealing  section  19(1)  (a)  and  substituting  the  following: 

(a)  audited  financial  statements,  and 

(24)  The  Industrial  Wages  Security  Act  is  amended  in  section  8  by 
striking  out  "Provincial  Auditor"  wherever  it  occurs  and  substitut- 
ing "Provincial  Treasurer". 

(25)  The  Irrigation  A  ct  is  amended  in  section  43 

(a)  in  subsection  (1)  by  striking  out  "Provincial  Auditor  or  his 
nominee"  and  substituting  "Auditor  General",  and 

(b)  by  repealing  subsection  (2)  and  substituting  the  following: 
(2)  The  Auditor  General  is  the  auditor  of  a  board. 

( c)  by  repealing  subsections  (3)  and  (4). 

(26)  The  Irrigation  Land  Manager  Act  is  amended 

(a)  by  repealing  section  11(1)  and  substituting  the  following: 

Auditor  11(1)  The  Auditor  General  is  the  auditor  of  the  Land 

Manager. 

(b)  in  section  12  by  repealing  clause  (b)  and  substituting  the 
following: 

(b)  audited  financial  statements. 

(27)  The  Legislative  Assembly  Act  is  amended  in  section  14(3)(b) 
by  striking  out  "Provincial  Auditor"  and  substituting  "Provincial 
Treasurer". 


141 


Chap.  56  AUDITOR  GENERAL 

(28)  The  Liquor  Control  Act  is  amended 
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(a)  by  repealing  section  19  and  substituting  the  following: 


Annual  19(1)  The  fiscal  year  of  the  Board  is  the  period  from 

sta,emen,s  April  1  to  March  31  next  following. 

(2)  After  the  end  of  a  fiscal  year  the  Board  shall 
prepare  a  balance  sheet  and  statement  of  results  of 
operations. 

(3)  The  Auditor  General  is  the  auditor  of  the  Board. 

( b)  by  repealing  section  25  (2)  (b)  and  substituting  the  folio  wing: 
(b)  the  audited  financial  statements  of  the  Board, 

(c)  by  repealing  section  25(4),  and 

(d)  in  section  26(1)  by  striking  out  ",  as  certified  by  the 
Provincial  Auditor, ". 

(29)  The  Local  Authorities  Board  Act  is  amended  by  repealing 
section  83  and  substituting  the  following: 


Auditor  83  The  Auditor  General  is  the  auditor  of  the  Board. 

(30)  The  Natural  Gas  Price  Administration  Act  is  amended  by  strik- 
ing out  "Provincial  Auditor"  wherever  it  occurs  in  the  following 
provisions  and  substituting  "Auditor  General" : 

section  16(9)  (b)  and  (10); 

section  17(7) (b)  and  (8). 

(31)  The  Natural  Gas  Pricing  Agreement  Act  is  amended  by  strik- 
ing out  "Provincial  Auditor"  wherever  it  occurs  in  the  following 
provisions  and  substituting  "Auditor  General": 

section  15(9) (b)  and  (10); 

section  16(7) (b)  and  (8). 

(32)  The  Northland  School  Division  Act  is  amended  by  repealing 
section  7  and  substituting  the  following: 

Auditor  7  The  Auditor  General  is  the  auditor  of  the  board. 

(33)  The  Oil  Sands  Technology  and  Research  Authority  Act  is 
amended  by  repealing  section  12  and  substituting  the  following: 

Auditor  1 2  The  Auditor  General  is  the  auditor  of  the  Authority. 
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( 34 )  The  Pension  Benefits  A ct  is  amended  by  repealing  section  8. 


(35)  The  Petroleum  Marketing  A  ct  is  amended 


(a)  by  repealing  section  10  and  substituting  the  following: 

Auditor  10  The    Auditor   General    is   the    auditor    of  the 

Commission. 

(b)  in  section  11(1)  by  striking  out  "of  its  financial  transac- 
tions during  the  period". 

(36)  The  Alberta  Property  Tax  Reduction  Act  is  amended  in  section 
25(d)  by  striking  out  ",  the  Provincial  Auditor'1.  ■ 

(37)  The  Pro  vincial  General  Hospitals  A  ct  is  amended 

(a)  in  section  14(2)  by  striking  out  "for  certification  of  the 
Provincial  Auditor"  and  substituting  "for  audit  by  the  Audi- 
tor General", 

(b)  in  section  14(3)  by  striking  out  "Provincial  Auditor"  and 
substituting  "Auditor General",  and 

(c)  in  section  15(2)  by  striking  out  "the  statements  prepared 
pursuant  to  section  14,  subsection  (2)  and  certified  by  the 
Provincial  Auditor,"  and  substituting  "the  audited  financial 
statements". 

(38)  The  Public  Contributions  Act  is  amended  in  section  9  by  strik- 
ing out  "Provincial  Auditor"  and  substituting  "Provincial 
Treasurer". 

(39)  The  Public  Service  Act  is  amended  in  section  3(2)  by  striking 
out  "Provincial  Auditor"  and  substituting  "Auditor  General". 

(40)  The  Public  Trustee  Act  is  amended  by  repealing  section  42. 

(41)  The  Racing  Commission  Act  is  amended  by  repealing  section 
10  and  substituting  the  following: 

Auditor  10  The  Auditor  General  is  the  auditor  of  the  Commission. 

(42)  The  Recreation,  Parks  and  Wildlife  Foundation  Act  is 
amended  by  repealing  section  II  and  substituting  the  following: 

Auditor  1 1   The  Auditor  General  is  the  auditor  of  the  Foundation. 

(43)  The  Research  Council  Act  is  amended  by  repealing  section  16 
and  substituting  the  following: 

Auditor  16  The  Auditor  General  is  the  auditor  of  the  Research 

Council. 
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(44 )  The  Special  A  reas  A  ct  is  amended 


1977 


(a)  in  section  18(1)  by  striking  out  "Provincial  Auditor"  and 
substituting  "Minister", 


( b)  by  repealing  section  18(1)  (b)  and  substituting  the  folio  wing: 

(b)  shall  submit  the  statement  to  the  Auditor  General 
for  auditing. 

(c)  in  section  18(2)  by  striking  out  "statement  referred  to  in 
subsection  (1)"  and  substituting  "audited  financial 
statement". 

(45)  The  Teachers'  Retirement  Fund  Act  is  amended  by  repealing 
section  11  and  substituting  the  following: 

Auditor  11(1)  The  Auditor  General  is  the  auditor  of  the  Board. 

(2)  The  Board  shall  make  an  annual  report  to  the  Minister 
which  shall  include  the  audited  financial  statements  and  such 
other  statements  and  reports  as  the  Lieutenant  Governor  in 
Council  may  require. 

(46)  The  Treasury  Branches  Act  is  amended  by  repealing  section  14 
and  substituting  the  following: 

Annual  14  The  Minister  shall  as  soon  as  practicable  after  the  end 

of  a  fiscal  year  prepare  financial  statements  for  the  Fund 
showing  the  financial  position,  results  of  operations  and 
changes  in  financial  position,  during  that  fiscal  year,  and 
those  statements  shall  be  included  in  the  public  accounts. 

(47)  The  Ultimate  Heir  Act  is  amended  in  section  6(6)  by  striking 
out  "Provincial  Auditor"  and  substituting  "Auditor  General". 

(48)  The  Universities  Act  is  amended  by  repealing  section  46  and 
substituting  the  following: 

Ajditor  46  The  Auditor  General  is  the  auditor  of  a  board. 


(49)  The  University  of  A  Iberta  Hospital  A  ct  is  amended 

(a)  in  section  11(1)  by  striking  out  "for  the  certification  of  the 
Provincial  Auditor"  and  substituting  "for  audit  by  the  Audi- 
tor General", 

( b)  by  repealing  section  1 1(2)  and  substituting  the  following: 
(2)  The  Auditor  General  is  the  auditor  of  the  Board. 

(c)  by  repealing  section  12(2)  and  substituting  the  following: 
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(2)  The  report  shall  contain  the  audited  financial 
statements. 

(50)  The  Wheat  Board  Money  Trust  Act  is  amended  by  repealing 
section  10  and  substituting  the  following: 

Auditor  1 0  The  Auditor  General  is  the  auditor  of  the  Trust. 

(51)  The  Workers'  Compensation  Act  is  amended  in  section  62  by 
repealing  subsection  (I)  and  substituting  the  following: 

Auditor  62(1)  The  Auditor  General  is  the  auditor  of  the  Board. 


commencement    33(1)  This  Act,  except  section  32(30),  comes  into  force  on 
April  1,  1978. 

(2)  Section  32(30)  comes  into  force  on  a  date  to  be  fixed  by 
Proclamation. 
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REPORT  TO  THE  PUBLIC  ACCOUNTS  COMMITTEE 

OF  THE 
LEGISLATURE  OF  ALBERTA 
REGARDING  THE 
RECOMMENDATIONS  OF 
THE  REPORT  OF  THE  AUDITOR  GENERAL  OF  MARCH  31,  1979 


Submitted  by  the 
Provincial  Treasurer 
on  behalf  of  the 
Executive  Council 
October,  1980 
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COMPREHENSIVE  FINANCIAL  REPORTING 

1.  (Section  2.1.6,  Page  No.  7) 

It  is  recommended  that,  in  the  interests  of  more  comprehensive  financial  disclosure,  consid- 
eration be  given  to  amending  section  2(5)  of  The  Financial  Administration  Act,  1977  to  require 
the  inclusion  in  the  Public  Accounts  of  those  entities  presently  excluded  from  the  application 
of  section  77  of  the  Act  by  section  2(5).  Consideration  should  also  be  given  to  including  the 
financial  statements  of  crown-controlled  organizations  in  the  Public  Accounts. 

Reaction  to  Recommendation 

An  amendment  to  The  Financial  Administration  Act,  1977  will  be  considered  which  would 
require  annual  tabling  of  the  financial  statements  of  the  various  organizations  exempted  from 
the  application  of  the  Act  by  section  2(5)  by  the  responsible  Minister. 

The  Financial  Administration  Act,  1977  is  not  applicable  to  "crown-controlled  organizations" 
and  it  is  inappropriate  to  subject  these  corporations  to  the  financial  reporting  and  control 
provisions  of  the  Act. 

EXCLUSION  OF  HOUSING  AUTHORITIES  AND  METIS  SETTLEMENT  ASSOCIATIONS 

2.  (Section  2.1.8,  Page  No.  8) 

It  is  recommended  that  The  Financial  Administration  Act,  1977  be  amended  to  exclude  housing 
authorities  and  Metis  settlement  associations  from  the  definition  of  Provincial  agencies. 

Reaction  to  Recommendation 

Bill  31,  The  Financial  Administration  Amendment  Act,  1980  amended  the  definition  of  "Pro- 
vincial Corporation"  to  exclude  housing  authorities.  The  exclusion  of  Metis  settlement  asso- 
ciations from  the  definition  of  Provincial  agencies  in  The  Financial  Administration  Act,  1977  is 
under  active  consideration. 

WESTERN  EXPRESS  LOTTERY 

3.  (Section  2.1.9,  Page  No.  8) 

It  is  recommended,  in  view  of  a  legal  opinion  obtained,  that  consideration  be  given  to  classifying 
as  a  regulated  fund,  the  money  collected  and  held  by  the  partnership  which  manages  the 
Western  Express  Lottery  in  Alberta. 

Reaction  to  Recommendation 

The  government  is  considering  inclusion  of  appropriate  audit  requirements  as  a  condition  of 
the  license. 

REPORTING  OF  INCOME  TAX  ON  AN  ACCRUAL  BASIS 

4.  (Section  3.2.5,  Page  No.  18) 

It  is  recommended  that  action  be  taken  to  determine  if  the  quality  of  data  provided  by  the 
Government  of  Canada  can  be  improved  to  permit  the  recording  of  estimated  amounts  re- 
ceivable and  payable  in  the  financial  statements  of  the  General  Revenue  Fund. 

Reaction  to  Recommendation 

The  government  wishes  to  study  further  this  recommendation  and  its  many  implications. 

DISCLOSURE  OF  UNFUNDED  PENSION  LIABILITIES 

5.  (Section  3.2.5,  Page  No.  18) 

It  is  recommended,  in  view  of  the  material  amount  of  the  Province's  liability  under  the  various 
pension  plans,  that  consideration  be  given  to  recording  the  unfunded  liabilities  of  the  plans 
in  the  General  Revenue  Fund.  This  recommendation  is  dealt  with  more  fully  in  section  4.4.4 
of  this  report.  (See  recommendation  number  34  hereunder.) 

Reaction  to  Recommendation 

Regular  actuarial  valuations  will  be  undertaken  and  any  unfunded  liabilities  identified  will  be 
disclosed  in  notes  to  the  financial  statements  of  the  General  Revenue  Fund.  Given  the  absence 
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of  generally  accepted  methods  of  valuation  of  pension  liabilities  for  financial  reporting  pur- 
poses, these  liabilities  and  related  accrued  expenditure  will  not  be  recorded  in  the  General 
Revenue  Fund  accounts  at  this  time. 

DISCLOSURE  OF  LIABILITIES  FOR  EMPLOYEE 
VACATION  ENTITLEMENT  AND  OVERTIME 

6.  (Section  3.2.5,  Page  No.  19) 

It  is  recommended  that  steps  be  taken  to  determine  and  implement  procedures  appropriate 
to  establishing  the  liability  for  employee  vacation  entitlement  and  overtime  payable.  Following 
which,  consideration  should  be  given  to  the  impact  of  these  omissions  on  the  evaluation  of 
the  cost  effectiveness  of  the  programmes  concerned.  A  decision  should  then  be  made  as  to 
whether  these  liabilities  are  sufficiently  significant  to  warrant  inclusion  in  the  financial  state- 
ments of  the  General  Revenue  Fund. 

Reaction  to  Recommendation 

While  it  is  recognized  that  the  absolute  amount  of  these  liabilities  is  significant,  the  annual 
variation  in  such  liabilities  would  not  represent  a  material  factor  in  determining  the  cost  of 
programmes. 

It  is  not  considered  that  the  administrative  costs  of  determining  such  liabilities  would  be 
warranted  purely  for  balance  sheet  reporting. 

ALLOCATION  OF  ACCOMMODATION  COSTS  TO  PROGRAMMES 

7.  (Section  3.2.5,  Page  No.  19) 

It  is  recommended  that  serious  consideration  be  given  to  developing  and  implementing  pro- 
cedures whereby  all  costs  relating  to  accommodation,  furniture,  fixtures  and  equipment  are 
charged  to  the  programme  for  which  the  expenditure  is  incurred.  This  recommendation  is  dealt 
with  more  fully  in  section  4.4.3  of  this  report.  (See  recommendation  number  33  hereunder.) 

Reaction  to  Recommendation 

This  recommendation  gives  rise  to  many  important  policy  considerations  which  are  being 
examined  in  detail. 

ALBERTA  HERITAGE  SAVINGS  TRUST  FUND  CAPITAL  PROJECTS  DIVISION 
"INVESTMENTS"  —  ASSETS  OR  EXPENDITURE 

8.  (Section  3.3.2,  Page  No.  25) 

It  is  recommended  that  consideration  be  given  to  amending  The  Alberta  Heritage  Savings  Trust 
Fund  Act  to  enable  capital  projects  division  "investments"  to  be  recorded  as  expenditure.  This 
recommendation  is  considered  in  more  detail  in  section  4.4.1  of  this  report.  (See  recommen- 
dation number  31  hereunder.) 

Reaction  to  Recommendation 

This  recommendation  deals  with  a  question  of  public  policy  which  has  been  established  by 
statute. 

The  Alberta  Heritage  Savings  Trust  Fund  Act  section  6(5)(a)  requires  that  these  expenditures 
be  recorded  as  "deemed  assets". 

COMPENSATION  FOR  DISASTER  LOSSES  — 
CONDITIONAL  GRANTS  SUBJECT  TO  AUDIT 

9.  (Section  4.2.1,  Page  No.  35) 

It  is  recommended  that  compensation  for  disaster  losses  pursuant  to  the  regulations  under 
The  Disaster  Services  Act  be  considered  conditional  grants  from  the  Government  of  Alberta 
and  subject  to  the  controls  recommended  for  conditional  grants  in  section  4.2.6  of  this  report. 

Reaction  to  Recommendation 

Treatment  of  these  payments  as  conditional  grants  would  alter  the  intent  of  the  programme. 
The  regulations  have  been  amended  to  specify  clearly  that  compensation  for  private  property 
losses  is  unconditional. 
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DISASTER  SERVICES  IMPROVEMENT  OF  PROCEDURES 
10.  (Section  4.2.1,  Page  No.  35) 


It  is  recommended  that  Alberta  Disaster  Services  take  steps  to  ensure  that  procedures  are 
strengthened  to  evalute  eligibility  for  compensation  and  the  accuracy  of  items  included  on 
"Statements  of  Loss  and  Damage"  and  that  individuals  and  companies  compensated  are 
properly  informed  of  the  conditions  under  which  the  compensation  is  paid. 

Reaction  to  Recommendation 

Revisions  are  being  made  to  the  Disaster  Services  Manual  with  respect  to  the  case  handling 
procedures. 

Individuals  and  companies  will  be  advised  of  the  guidelines  under  which  compensation  is  paid. 

CO-ORDINATION  OF  COST  SHARING  CLAIMS  UNDER 
FEDERAL  PROVINCIAL  AGREEMENTS 

11.  (Section  4.2.2,  Page  No.  36) 

It  is  recommended  that  where  costs  eligible  for  cost-sharing  under  Federal/Provincial  or  other 
agreements  are  incurred  in  more  than  one  department  of  government,  procedures  should  be 
established  to  ensure  adequate  liaison  when  submitting  claims. 

Reaction  to  Recommendation 

DREE  and  Nutritive  Processing  Assistance  Claims  are  co-ordinated  by  Treasury  officials.  In- 
formation on  Federal/Provincial  agreements  relative  to  revenue  has  been  consolidated  in  Treas- 
ury to  facilitate  the  monitoring  of  revenue  receipts  under  those  agreements. 

MONITORING  OF  CLAIMS  FOR  REFUND  OF  SALES  TAX 

12.  (Section  4.2.3,  Page  No.  36) 

It  is  recommended  that  a  senior  official  in  the  Treasury  Department  be  assigned  the  task  of 
ensuring  that  government  officials  in  departments  and  agencies  are  provided  with  information 
concerning  federal  sales  tax  regulations  and  their  implications,  and  should  further  be  respon- 
sible for  monitoring  refund  claims  to  ensure  that  they  are  properly  and  promptly  submitted. 

Reaction  to  Recommendation 

The  Revenue  Administration  Division  of  Treasury  is  now  responsible  for  communications  with 
Revenue  Canada,  Customs  and  Excise  regarding  application  of  the  Act  to  various  agencies  and 
any  disputes  regarding  tax  assessment  as  a  result  of  audits.  The  Accounting  and  Financial 
Control  Manual  will  be  updated  to  deal  with  the  responsibilities  of  departments  to  recover 
federal  sales  tax  paid.  This  will  be  reviewed  in  monitoring  compliance  with  the  Manual. 

IMPROVEMENT  OF  SYSTEMS  —  CONTROL  OF  FIXED  ASSETS 

13.  (Section  4.2.4,  Page  No.  39) 

In  view  of  the  large  and  increasing  volume  (and  value)  of  fixed  assets  administered  by  the 
Provincial  Government,  it  is  urgent  that  improvements  are  made  to  many  of  the  systems 
currently  in  place  to  ensure  adequate  control  and  safeguards.  Every  effort  should  be  made,  as 
soon  as  possible,  to  implement  systems  which  comply  with  the  guidelines  contained  in  section 
9.5  of  the  Treasury  Department's  Accounting  and  Financial  Control  Manual. 

Reaction  to  Recommendation 

A  common  fixed  assets  inventory  and  control  system  will  be  made  available  to  departments 
by  Alberta  Government  Services  for  the  1981-82  fiscal  year. 

Departments  are  implementing  procedures  for  improved  physical  control  of  assets. 

DEFINITION  OF  ASSETS 

14.  (Section  4.2.4,  Page  No.  39) 

It  is  recommended  that  the  Office  of  the  Controller  review  section  9.5.2  of  the  Accounting  and 
Financial  Control  Manual  which  defines  fixed  assets,  inter  alia,  as  "...public  property  that  cost 
in  excess  of  $100...".  Consideration  should  be  given  to  increasing  this  figure.  This  recommen- 
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dation  does  not  apply  to  assets  described  as  "...considered  targets  for  pilferage  or  readily 
convertible  into  cash". 

Reaction  to  Recommendation 

The  Office  of  the  Controller  is  reviewing  the  appropriateness  of  the  current  definition  of  assets 
in  conjunction  with  review  of  the  Auditor  General's  Recommendation  No.  7. 

CONTROL  OF  ASSETS  —  PROVINCIAL  AGENCIES  AND  REGULATED  FUNDS 

15.  (Section  4.2.4,  Page  No.  39) 

All  Provincial  agencies  and  regulated  funds  which  are  not  currently  subject  to  the  Treasury 
Department's  Accounting  and  Financial  Control  Manual,  excepting  those  which  have  already 
done  so,  should  design,  implement  and  document  procedures  to  adequately  record,  account 
for  and  safeguard  all  fixed  assets  under  their  custodianship.  The  principles  contained  in  section 
9.5  of  the  Treasury  Department's  Manual  could  be  used  as  a  guide  in  designing  such 
procedures. 

Reaction  to  Recommendation 

A  fixed  assets  system  referred  to  under  Recommendation  No.  13  will  be  available  to  provincial 
agencies  and  regulated  funds. 

CONTROL  OF  W.A.T.S  USAGE 

16.  (Section  4.2.5,  Page  No.  40) 

It  is  recommended  that  implementation  of  a  system  to  provide  information  regarding  the 
telephone  numbers  from  which  all  W.A.T.S.  calls  originate  be  expedited.  The  information 
provided  can  then  be  utilized  by  the  Department  of  Housing  and  Public  Works  as  a  basis  for 
monitoring  procedures  designed  to  prevent  abuse  of  the  W.A.T.S.  facility  and  the  resultant 
wastage  of  time  and  public  money. 

Reaction  to  Recommendation 

A  system  has  been  implemented  by  the  Department  of  Housing  and  Public  Works  which 
monitors  the  use  of  W.A.T.S.  lines,  providing  departmental  management  with  the  information 
required. 

FOLLOW  UP  ON  CONDITIONAL  GRANT  PAYMENTS 

17.  (Section  4.2.6,  Page  No.  42) 

It  is  recommended  that  in  addition  to  improving,  where  necessary,  control  over  the  processing 
and  payment  of  grants,  departments  and  agencies  should  make  more  use  of  their  rights  to 
pursue  conditional  grants  into  the  recipients'  records  to  ensure  that  they  are  used  for  the 
purposes  intended. 

Reaction  to  Recommendation 

Departments  are  being  encouraged  to  ensure  that  conditional  grants  are  used  for  the  purposes 
intended. 

AUDIT  OF  CONDITIONAL  GRANT  RECIPIENTS  BY  OFFICE  OF 
THE  CONTROLLER  AND  AUDITOR  GENERAL 

18.  (Section  4.2.6,  Page  No.  42) 

It  is  recommended  that,  through  appropriate  provisions  in  all  conditional  grant  agreements, 
the  right  of  access,  inspection  and  audit  of  the  records  of  all  conditional  grant  recipients  be 
specifically  extended  to  both  the  Provincial  Treasurer  (Office  of  the  Controller)  and  the  Auditor 
General.  This  right  may  be  invoked  on  a  discretionary  basis,  either  on  a  sample  basis  or  where 
the  Controller  or  the  Auditor  General  has  grounds  for  suspicion  that  grant  monies  are  not 
being  used  in  compliance  with  the  terms  of  the  grant  agreement. 

Reaction  to  Recommendation 

The  Accounting  and  Financial  Control  Manual  recommends  that  conditional  grant  agreements 
include  appropriate  provision  for  audit  including  audit  of  records  by  the  Auditor  General. 
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DEPARTMENT  OF  SOLICITOR  GENERAL  — 

COMPLIANCE  WITH  PERSONNEL  ADMINISTRATION  REGULATIONS 

19.  (Section  4.2.8,  Page  No.  43) 

It  is  recommended  that  the  Department  of  the  Solicitor  General  inform  the  Public  Service 
Commissioner  of  its  inability  to  comply,  at  the  Fort  Saskatchewan  Correctional  Institution,  with 
all  requirements  of  section  H1  of  the  Regulation  governing  Personnel  Administration  and 
Management,  with  a  view  to  obtaining  appropriate  dispensations. 

Reaction  to  Recommendation 

Regulations  covering  Personnel  Administration  and  Management  have  been  revised  and  "ap- 
propriate dispensations"  from  the  Public  Service  Commissioner  are  no  longer  required. 

OVERTIME  PAYMENTS 

20.  (Section  4.2.10,  Page  No.  45) 

It  is  recommended  that  where  employees  receive  salary  increases,  the  Departments  in  which 
they  are  employed  should  ensure  that  overtime  subsequently  paid  relating  to  hours  worked 
prior  to  the  salary  increase,  is  paid  based  on  pre-increase  salary  rates. 

Reaction  to  Recommendation 

Departments  are  being  encouraged  to  ensure  that  overtime  is  paid  according  to  applicable 
rates. 

DETAILED  INSTRUCTIONS  ON  REVISED  TERMS  OF  AGREEMENTS  WITH 
THE  ALBERTA  UNION  OF  PROVINCIAL  EMPLOYEES 

21.  (Section  4.2.10,  Page  No.  45) 

It  is  recommended  that  for  all  agreements  between  the  Alberta  Union  of  Provincial  Employees 
and  the  Government  of  the  Province  of  Alberta,  the  Public  Service  Commissioner  should  issue 
detailed  instructions  to  departments  covering  new  or  revised  terms  and,  in  turn,  the  depart- 
ments should  refer  to  the  Public  Service  Commissioner  for  direction  on  problems  encountered 
in  the  application  of  those  instructions. 

Reaction  to  Recommendation 

The  Personnel  Administration  Office  issues  to  departments  instructions  on  the  collective  agree- 
ments and  personnel  policies  by  way  of  directives  incorporated  in  the  Personnel  Policy  and 
Procedures  Manual.  Departments  are  encouraged  to  consult  with  the  Public  Service  Commis- 
sioner when  they  encounter  difficulties  in  the  application  of  these  instructions. 

QUALIFICATION  FOR  HIGHER  GRADE  PAY 

22.  (Section  4.2.10,  Page  45) 

It  is  recommended  that  for  Bargaining  Division  5  employees  who  receive  higher  grade  pay  in 
lieu  of  overtime  where  their  normal  hours  of  work  are  not  continuously  controlled  on  a  daily 
basis,  the  Public  Service  Commissioner  should  issue  a  ruling  as  to  whether  leave  absences  or 
brief  periods  in  controlled  conditions  qualify  for  the  higher  grade  pay. 

Reaction  to  Recommendation 

The  Public  Service  Commissioner  issued  a  clarifying  memorandum  to  all  departments  on  12- 
Jul-80. 

EMPLOYEE  PENSION  CONTRIBUTIONS 

23.  (Section  4.2.10,  Page  No.  46) 

It  is  recommended  that  all  departments  review  procedures  in  operation  with  regard  to  employee 
pension  contributions  and,  where  necessary,  implement  procedural  changes  to  ensure  that 
correct  employee  pension  contributions  are  deducted  in  all  cases. 

Reaction  to  Recommendation 

System  changes  are  in  progress  to  improve  computer  processing  control  over  classification 
of  earnings.  Tables  have  been  reviewed  and  approved  by  Pension  Boards  as  to  pensionable 
status  of  the  various  types  of  earnings. 
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CONTROL  OF  SUBSISTENCE  AND  TRAVELLING  EXPENSES 

24.  (Section  4.2.11,  Page  No.  46) 

It  is  recommended  that  those  departments,  which  have  not  already  done  so,  should  develop 
and  implement  guidelines  and  supporting  procedures  which  reflect  the  Government's  stated 
policy  on  reimbursable  subsistence  and  travelling  expenses,  to  ensure  that  excessive  expend- 
itures of  public  funds  do  not  occur.  In  particular,  care  should  be  taken  to  acquaint  Government 
employees  with  the  practice  of  many  hotels  which,  when  requested,.allow  a  special  discounted 
government  per  diem  rate.  Control  could  be  improved  by  the  maintenance  of  lists  of  approved 
hotels  in  locations  visited  regularly  by  employees  and  the  requirement  for  prior  approval  when 
hotels  other  than  those  on  the  list  are  to  be  used.  In  addition,  it  is  suggested  that  costs  to  be 
incurred  on  major  trips  could  be  estimated  and  approved  in  advance,  and  subsequent  actual 
costs  compared  with  the  estimates.  Material  variances  between  estimate  and  cost  should  then 
be  subject  to  approval  by  a  senior  official  prior  to  payment.  It  is  important  that  expenditure 
officers  are  fully  aware  of  the  relevant  legislation,  regulations  and  guidelines  when  they  are 
examining  claims  for  reimbursement  of  travelling  expenses  prior  to  approval  for  payment. 

Reaction  to  Recommendation 

The  Accounting  and  Financial  Control  Manual  has  been  revised  to  recommend  improved  con- 
trol procedures. 

Departments  that  incur  considerable  travel  expenses  have  improved  their  control  procedures. 

Alberta  Government  Services,  Supply  Division,  is  preparing  an  out  of  province  travel  hotel 
guide  for  use  by  departments  which  should  be  available  by  the  next  fiscal  year. 

RECONCILIATION  OF  HEALTH  CARE  INSURANCE  PREMIUMS 

25.  (Section  4.3.1,  Page  No.  47) 

It  is  recommended  that  measures  be  taken  by  the  Department  of  Hospitals  and  Medical  Care 
to  reduce  to  a  minimum  the  backlog  in  monthly  reconciliations  of  Health  Care  Insurance  Fund 
premiums  charged  with  premiums  received  from  employers,  and  that  efforts  be  continued  to 
implement  revised  computer  systems  in  order  to  facilitate  more  efficient  and  timely  reconcil- 
iation procedures. 

Reaction  to  Recommendation 

The  Department  has  undertaken  a  major  review  of  registration  and  billing  procedures  to  ensure 
that  existing  clerical  and  computer  functions  are  carried  out  as  efficiently  as  possible.  The 
redesign  of  the  registration/billing  computer  system  to  take  a  greater  advantage  of  automation 
has  been  deferred  due  to  the  high  expected  cost  in  relation  to  potential  policy  changes. 

COMPLIANCE  WITH  GUIDELINES  —  CASH  RECEIPTS 

26.  (Section  4.3.2,  Page  No.  47) 

It  is  recommended  that,  where  necessary  and  appropriate,  greater  efforts  be  made  to  acheive 
full  compliance  with  the  management  and  internal  control  guidelines  relating  to  cash  receipts 
and  incoming  mail  contained  in  section  8.3  of  the  Treasury  Department's  Accounting  and 
Financial  Control  Manual. 

Reaction  to  Recommendation 

The  Accounting  and  Financial  Control  Manual  is  to  be  revised  to  provide  that  methods,  other 
than  those  now  specified  in  the  Manual,  may  be  employed  where  it  is  demonstrated  that 
control  objectives  are  being  achieved.  A  review  and  monitoring  capability  is  being  developed 
in  the  Office  of  the  Controller  with  the  objective  of  obtaining  compliance  with  control  guidelines 
and  ensuring  that  appropriate  controls  are  in  place. 

COMPLIANCE  WITH  GUIDELINES  —  PAYROLL  DISTRIBUTION 

27.  (Section  4.3.3,  Page  No.  47) 

It  is  recommended  that,  where  necessary  and  appropriate,  greater  efforts  be  made  to  achieve 
full  compliance  with  the  internal  control  guidelines  relating  to  payroll  processing  and  distri- 
bution contained  in  section  7.3  of  the  Treasury  Department's  Accounting  and  Financial  Control 
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Manual,  and  that  where  circumstances  exist  which  render  compliance  with  the  guidelines 
unreasonable,  formal  dispensation  be  obtained  from  the  Office  of  the  Controller.  Before  grant- 
ing such  formal  dispensation,  the  Office  of  the  Controller  should  establish  and  ensure  com- 
pliance with  alternative  compensating  controls  which  are  appropriate  in  the  circumstances. 

Reaction  to  Recommendation 

Departments  will  be  encouraged  to  consult  the  Office  of  the  Controller  to  establish  appropriate 
alternative  controls  where  compliance  with  the  guidelines  prescribed  in  the  Accounting  and 
Financial  Control  Manual  is  not  feasible  or  appropriate. 

TREASURY  BOARD  DIRECTIVE  —  CONTRACT  STANDARDS 

28.  (Section  4.3.4,  Page  No.  48) 

It  is  recommended  that  under  the  powers  granted  by  Section  79(1)  of  The  Financial  Admin- 
istration Act,  1977,  the  Treasury  Board  issue  directives  governing  standards  to  be  observed 
when  contracts  are  entered  into  by  or  on  behalf  of  the  Crown  or  a  Provincial  agency.  These 
directives  should  not  be  restricted  to  professional  and  other  manpower  service  contracts,  but 
should  cover: 

(i)  the  rendering  of  all  services  and 

(ii)  the  buying  or  selling  of  goods,  by  or  to  the  Crown  or  a  Provincial  agency. 
Reaction  to  Recommendation 

The  Office  of  the  Controller  has  identified  those  contract  terms  of  a  financial  nature  which 
relate  to  section  36  of  the  Act  and  will  be  preparing  amendments  to  the  Accounting  and 
Financial  Control  Manual. 

The  contract  terms  which  relate  to  section  79(1)  of  a  more  general  management  nature  are 
being  reviewed  with  affected  departments. 

DEPARTMENT  OF  THE  ATTORNEY  GENERAL  ADHERENCE  TO 
REGULATIONS  REGARDING  WITNESS  FEES 

29.  (Section  4.3.5,  Page  No.  49) 

It  is  recommended  that  the  Department  of  the  Attorney  General  instruct  the  courts  that  if 
payment  of  witness  fees  is  to  exceed  the  amounts  prescribed,  the  written  authorization  of  the 
Attorney  General,  the  Deputy  Attorney  General  or  the  Director  of  Accounting  and  Finance  must 
be  obtained.  It  is  further  recommended  that  Court  Administrators  arrange  for  a  final  review  of 
all  witness  fees  prior  to  payment  to  ensure  that  government  regulations  are  being  adhered  to. 

Reaction  to  Recommendation 

The  Department  issued  guidelines  dated  2-Jun-80  establishing  the  authorization  procedures 
for  the  payment  of  fees  and  expenses  which  exceed  prescribed  amounts. 

PUBLIC  SERVICE  PENSION  ADMINISTRATION  — 

RESOLUTION  OF  OPERATING  AND  ACCOUNTING  DEFICIENCIES 

30.  (Section  4.3.6,  Page  No.  50) 

It  is  recommended  that  the  Public  Service  Pension  Administration  make  a  concerted  effort  to 
develop  and  implement  a  long-term  plan  to  resolve  the  deficiencies  revealed  by  the  audit 
examination  of  the  operations  and  accounting  records  of  the  Public  Service  Pension 
Administration. 

Reaction  to  Recommendation 

The  Treasury  department  assumed  responsibility  for  pensions  administration  in  April  and 
undertook  a  review  of  pensions  management,  organization  and  systems.  It  is  expected  that 
significant  progress  in  dealing  with  the  deficiencies  noted  in  the  Auditor  General's  report  will 
be  achieved  in  the  current  year,  although  certain  improvements,  including  the  development 
of  systems  to  provide  annual  contribution  statements  to  individual  plan  members,  must  be 
implemented  in  longer-term  plans  for  system  improvement. 
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ALBERTA  HERITAGE  SAVINGS  TRUST  FUND  CAPITAL  PROJECTS  DIVISION 
"INVESTMENTS"  —  ASSETS  OR  EXPENDITURE 

31.  (Section  4.4.1,  Page  No.  50) 

It  is  recommended  that  consideration  be  given  to  amending  The  Alberta  Heritage  Savings  Trust 
Fund  Act  to  enable  accounting  treatment  of  the  amounts  expended  on  Capital  Projects  to  be 
accounted  for  in  the  financial  statements  of  the  Alberta  Heritage  Savings  Trust  Fund  as  ex- 
penditure and  not  as  assets  on  the  balance  sheet.  This  accounting  policy  would  not  preclude 
financial  information  disclosure  in  the  published  annual  or  quarterly  reports  detailing  the 
cumulative  amounts  expended  for  Capital  Projects. 

Reaction  to  Recommendation 

Refer  to  Recommendation  No.  8. 

DISCLOSURE  OF  FAIR  MARKET  VALUE  —  TRANSFERS  OF  ASSETS 

32.  (Section  4.4.2,  Page  No.  51) 

It  is  recommended  that  where  assets  are  transferred  by  the  Province  or  Provincial  agencies  to 
other  Provincial  agencies  or  non-government  entities  at  below  fair  market  value,  the  formal 
authorization  for  the  transfer  should  be  acknowledged,  and  wherever  possible,  the  fair  market 
value  should  be  determined  or  estimated.  A  schedule  of  all  such  transactions  should  then  be 
included  in  the  financial  statements  of  the  transferor,  the  transferee,  and  in  the  Public  Accounts 
of  the  Province.  Similar  authorization,  recording  and  disclosure  requirements  should  also  be 
considered  in  instances  where  property  is  provided  by  the  Province  or  Provincial  agencies  for 
the  use  of  other  Provincial  agencies  or  non-government  entities  at  less  than  fair  market  rent 
or  for  no  charge. 

Reaction  to  Recommendation 

This  recommendation  will  be  considered  in  conjunction  with  the  review  of  Recommendations 
No.  7  and  No.  33. 

FIXED  ASSET-RELATED  COSTS  TO  BE  CHARGED  TO  PROGRAMMES 

33.  (Section  4.4.3,  Page  No.  51) 

It  is  recommended  that  consideration  be  given  to  implementing  accounting  policies  to  ensure 
that  all  appropriate  fixed  asset-related  costs  are  charged  to  the  programmes,  funds  and  Pro- 
vincial agencies  which  derive  the  benefits  from  their  use.  It  is  suggested  that  achieving  this 
objective  may  be  facilitated  by  the  use  of  a  revolving  fund,  or  similar  vehicle,  which  could 
acquire  and  hold  fixed  assets  having  a  material  effect  on  future  Government  operations,  and 
allocate  the  appropriate  costs  to  programmes,  funds  and  Provincial  agencies  on  a  usage  basis. 
Moreover,  consideration  should  be  given  to  requiring  budgetary  control  over  fixed  assets 
acquired  by  revolving  funds  to  be  similar  to  that  in  effect  for  departmental  programmes. 

Reaction  to  Recommendation 

This  recommendation  gives  rise  to  many  important  policy  considerations  which  require  de- 
tailed examination  and  will  be  reviewed  in  conjunction  with  Recommendation  No.  7. 

DISCLOSURE  OF  ACTUARIAL  VALUATIONS  OF  UNFUNDED  PENSION  LIABILITIES 

34.  (Section  4.4.4,  Page  No.  52) 

It  is  recommended  that: 

(a)  The  Public  Service  Pension  Administration  continue  to: 

(i)  obtain  actuarial  valuations  for  all  pension  plans  under  its  administrative  responsibility 
and  to  have  actuarial  valuations  conducted  at  least  triennially  thereafter. 

(ii)  establish  and  implement  procedures  to  obtain  computer  produced  "cash  flow"  pre- 
dictions which  can  form  a  basis  for  annual  interim  valuations  of  each  plan. 

Care  should  be  taken  to  ensure  that  realistic  and  consistent  assumptions  are  used  for  all 
pension  plans. 
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(b)  Consideration  be  given  to  obtaining  the  necessary  authorities  to  enable  the  Province  to 
reflect  the  unfunded  liability  arising  under  the  various  pension  plans  as  a  liability  in  the 
financial  statements  of  the  General  Revenue  Fund  and  the  Province.  This  could  be  accom- 
plished by: 

(i)  setting  aside  a  part  of  the  General  Revenue  Fund  surplus  sufficient  to  cover  the  un- 
funded liability  for  past  service  of  employees,  either  as  the  liability  becomes  known 
or  on  a  deferred  basis  over  a  planned  period  of  time, 

(ii)  accounting  for  future  employee  contributions  and,  where  paid,  employer  contributions 
as  a  liability  of  the  Province, 

(iii)  setting  aside,  out  of  the  General  Revenue  Fund  each  year  a  sum  in  lieu  of  employer 
contributions  and  allocating  this  sum  to  each  government  programme  on  an  appro- 
priate basis, 

(iv)  setting  aside,  out  of  the  General  Revenue  Fund  any  future  unfunded  liability  as  revealed 
by  successive  actuarial  valuations  or  cash  flow  predictions,  again  allocating  this  sum 
to  government  programmes  as  an  additional  manpower  cost. 

If  the  unfunded  liability  is  to  be  shown  as  a  liability  in  the  financial  statements  of  the  Province, 
the  assumptions  used  in  arriving  at  the  valuations  should  be  disclosed  in  the  financial 
statements. 

Reaction  to  Recommendation 
Refer  to  Recommendation  No.  5. 

The  Government  has  announced  its  intention  to  establish  an  investment  fund  to  provide  partial 
funding  of  pension  plan  liabilities  and  to  remove  current  pensions  receipts  and  disbursements 
from  the  budgetary  accounts. 

AUDITOR  GENERAL  OF  ALBERTA  —  RIGHT  OF  ACCESS  TO  TAXATION  RECORDS 
35.  (Section  4.5.1,  Page  No.  54) 

It  is  recommended  that  consideration  be  given  to  eliminating  the  circumstances  which  presently 
restrict  the  Auditor  General  of  Alberta's  right  of  access  to  certain  taxation  records  and,  thereby, 
inhibit  his  ability  to  satisfy  the  reporting  responsibilities  under  The  Auditor  General  Act.  These 
restrictions  effectively  preclude  the  Auditor  General's  right,  under  section  18(1)  of  the  Tax 
Collection  Agreement,  to  audit  income  tax  and  corporation  tax  payable  to  the  Province  of 
Alberta  by  the  Government  of  Canada.  Similarly,  they  prevent  audit  examination  of  records 
relating  to  the  Alberta  renter  assistance  credit  and  royalty  tax  rebate  and  credit  programmes. 
It  is  acknowledged,  however,  that  a  multiplicity  of  audits  of  federal  government  records  by 
provincial  legislative  auditors  may  not  be  desirable.  Accordingly,  subject  to  the  concurrence 
of  the  Auditor  General  of  Canada,  consideration  could  be  given  to  seeking  amendments  to  the 
tax  collection  agreement  (and/or  the  statutes  pursuant  to  which  it  operates),  which  would 
enable  the  Auditor  General  of  Alberta  to  place  reliance  upon  an  annual  audit  report  by  the 
Auditor  General  of  Canada  relating  to  taxes  payable  to  the  Province  of  Alberta  in  accordance 
with  the  collection  agreement.  It  is  believed  that  the  relationship  between  the  Auditors  General 
of  Canada  and  Alberta  should  conform  to  the  recommendations  contained  in  the  CICA  Hand- 
book relating  to  "Reliance  on  Other  Auditors"  as  updated  from  time  to  time. 

Reaction  to  Recommendation 

Section  10(4)  of  the  Agreement  precludes  the  Province  from  challenging  any  of  the  assessment 
decisions  or  other  steps  taken  by  Revenue  Canada  in  administering  the  provincial  act.  This  is 
fundamental  to  the  Tax  Collection  Agreement  and  the  restraints  on  the  Auditor  General  in  18(2) 
are  a  recognition  of  this  condition. 

The  Auditor  General  is  entitled  to  audit  the  allocation  of  income  among  provinces,  the  cal- 
culation of  provincial  tax  on  federal  basic  tax  (individual  income  tax)  or  taxable  income  (cor- 
porations) as  the  case  may  be.  Co-operation  between  the  Auditor  General  of  Canada  and 
provincial  legislative  auditors  in  this  regard  would  be  desirable. 
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CHIEF  FINANCIAL  OFFICERS  FOR  DEPARTMENTS 

36.  (Section  5.1.5,  Page  No.  55) 

It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of  chief 
financial  officer,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief  executive 
officer  of  a  Provincial  agency,  be  established.  Since  chief  financial  officers  should  be  properly 
qualified  accountants,  their  positions  should  be  classified  accordingly. 

Reaction  to  Recommendation 

It  is  agreed  that  the  senior  financial  officer  should  have  a  thorough  understanding  of  the 
concepts  of  financial  management  and  control  to  enable  him  to  ensure  that  these  functions 
are  properly  administered  within  a  department. 

Depending  on  the  organization  within  the  department,  it  may  not  be  necessary  for  the  officer 
responsible  for  financial  administration  reporting  to  the  deputy  head  to  possess  a  professional 
accounting  designation. 

As  noted  in  the  response  to  Recommendation  No.  37,  the  Accounting  and  Financial  Control 
Manual  is  being  revised  to  include  recommended  responsibilities  and  qualifications  of  senior 
financial  officers. 

CONTROLLER  TO  APPROVE  APPOINTMENT  OF  CHIEF  FINANCIAL  OFFICERS 

37.  (Section  5.1.5,  Page  No.  56) 

It  is  recommended  that  the  approval  of  the  Controller,  after  assessing  the  competence  of  the 
individual  concerned,  be  made  a  prerequisite  to  the  appointment  of  a  chief  financial  officer  for 
departments  and  Provincial  agencies  (other  than  those  exempt  under  section  2(5)  of  The  Fi- 
nancial Administration  Act,  1977  and  entities  defined  as  commercial  enterprises  by  the  Pro- 
vincial Treasurer). 

Reaction  to  Recommendation 

The  Accounting  and  Financial  Control  Manual  is  being  revised  to  include  recommended  re- 
sponsibilities and  qualifications  of  senior  financial  officers. 

While  the  Controller  may  be  consulted  on  appointments,  the  final  selection  of  a  senior  financial 
officer  should  remain  the  responsibility  of  the  deputy  head  of  the  department. 

CHIEF  INTERNAL  AUDITORS  FOR  DEPARTMENTS 

38.  (Section  5.1.6,  Page  No.  56) 

It  is  recommended  that,  where  the  level  of  financial  activity  is  significant,  a  position  of  chief 
internal  auditor,  reporting  directly  to  the  deputy  minister  of  a  department  or  chief  executive 
officer  of  a  Provincial  agency,  be  established.  Since  chief  internal  auditors  should  be  properly 
qualified,  their  positions  should  be  classified  accordingly. 

Reaction  to  Recommendation 

When  financial  activity  is  complex  and  significant,  it  is  desirable  to  establish  properly  staffed 
internal  audit  functions.  As  well,  it  is  important  that  these  functions  have  a  reporting  mandate 
which  ensures  that  appropriate  action  can  be  taken  on  audit  findings.  In  advance  of  the  es- 
tablishment of  internal  audit  functions,  however,  financial  administration  and  control  systems 
should  be  well-developed.  Internal  audit  functions  should  be  developed  in  accordance  with 
standards  as  described  in  Recommendation  No.  40. 

CONTROLLER  TO  APPROVE  APPOINTMENT  OF  CHIEF  INTERNAL  AUDITORS 

39.  (Section  5.1.6,  Page  No.  56) 

It  is  recommended  that  the  approval  of  the  Controller,  after  assessing  the  competence  of  the 
individual  concerned,  be  made  a  prerequisite  to  the  appointment  of  a  chief  internal  auditor  of 
departments  and  Provincial  agencies  (other  than  those  exempt  under  section  2(5)  of  The  Fi- 
nancial Administration  Act,  1977  and  entities  defined  as  commercial  enterprises  by  the  Pro- 
vincial Treasurer). 
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Reaction  to  Recommendation 
See  Recommendation  No.  37. 

The  Accounting  and  Financial  Control  Manual  will  be  revised  to  include  recommended  re- 
sponsibilities and  qualifications  of  internal  financial  auditors. 

CONTROLLER  TO  ESTABLISH  AND  MONITOR  STANDARDS  OF  INTERNAL  AUDIT 

40.  (Section  5.1.6,  Page  No.  56) 

It  is  recommended  that  the  Office  of  the  Controller,  on  behalf  of  the  Provincial  Treasurer, 
establish  and  monitor  the  application  of  standards,  techniques  and  methodologies  to  be  ad- 
hered to  by  internal  audit  groups  of  departments  and  Provincial  agencies  (other  than  those 
exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities  defined  as 
commercial  enterprises  by  the  Provincial  Treasurer).  It  is  further  recommended  that  Provincial 
agencies  exempt  under  section  2(5)  of  The  Financial  Administration  Act,  1977  and  entities 
defined  as  commercial  enterprises  by  the  Provincial  Treasurer,  establish  internal  audit  functions 
with  similar  standards,  techniques  and  methodologies  to  those  not  so  exempt. 

Reaction  to  Recommendation 

The  Accounting  and  Financial  Control  Manual  will  be  amended  to  include  standards  for  the 
audit  of  accounting  and  financial  control  systems. 

CONTROLLER  AND  AUDITOR  GENERAL  TO  RECEIVE  COPIES  OF  INTERNAL  AUDIT  REPORTS 

41.  (Section  5.1.6,  Page  No.  56) 

It  is  recommended  that  the  Controller  receive  copies  of  reports  made  by  chief  internal  auditors 
to  deputy  ministers  of  departments  or  chief  executive  officers  of  Provincial  agencies  not  exempt 
from  The  Financial  Administration  Act,  1977  or  entities  defined  as  commercial  enterprises  by 
the  Provincial  Treasurer  and  that  the  Auditor  General  receive  copies  of  all  reports  made  by 
chief  internal  auditors  to  deputy  ministers  or  chief  executive  officers. 

Reaction  to  Recommendation 

The  Controller  and  Auditor  General  should  have  access  to  the  internal  audit  reports  for  purposes 
of  evaluating  the  adequacy  of  departmental  financial  control  systems.  However,  automatic 
provision  of  all  internal  audit  reports  to  the  Controller  and  the  Auditor  General  would  not 
appear  to  be  necessary. 

CONTROLLER  RESPONSIBILITY  FOR  PROFESSIONAL  DEVELOPMENT  OF 
CHIEF  FINANCIAL  OFFICERS  AND  CHIEF  INTERNAL  AUDITORS 

42.  (Section  5.1.8,  Page  No.  57) 

It  is  recommended  that  the  Office  of  the  Controller  undertake  responsibility  for  ensuring  the 
ongoing  professional  development  of  chief  financial  officers  and  chief  internal  auditors  and 
their  staffs  through  courses,  seminars  and  periodic  consultation  with  the  individuals  involved. 

Reaction  to  Recommendation 

The  Office  of  the  Controller  assists  departments  in  the  application  of  the  standards  in  the 
Accounting  and  Financial  Control  Manual  through  courses,  seminars  and  consultation.  How- 
ever, responsibility  for  overall  professional  development  of  staff  should  remain  with  the  in- 
dividual, the  employing  department,  and  the  Personnel  Administration  Office. 

PERFORMANCE  INDICATORS  IN  PROGRAMME  ESTIMATES  AND  PUBLIC  ACCOUNTS 

43.  (Section  5.1.9,  Page  No.  57) 

It  is  recommended  that  studies  be  undertaken  to  determine  which  indicators  are  appropriate 
and  reasonable  for  each  programme,  that  subsequently  such  indicators  be  included  in  the 
Programme  Estimates  of  the  earliest  fiscal  year  which  is  deemed  to  be  practical,  that  systems 
be  put  in  place  to  measure  actual  performance  during  the  fiscal  year,  and  that  Public  Accounts 
reflect  the  degree  to  which  programmes  achieve  the  effectiveness  forecast  at  the  time  the 
budget  was  approved.  It  is  further  suggested  that  it  might  be  valuable  if  the  Select  Standing 
Committee  on  Public  Accounts  could  be  involved  in  the  studies  relating  to  this  matter. 
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Reaction  to  Recommendation 

The  Government  is  not  prepared  to  implement  this  recommendation  at  this  time.  Departmental 
managers,  Ministers,  and  the  Legislative  Assembly  continually  review  the  effectiveness  of 
programme  delivery.  The  Government  is  not  convinced  that  this  review  process  would  be 
improved  significantly  by  introducing  rigid  and  potentially  arbitrary  "performance  indicators" 
in  the  Estimates  and  Public  Accounts. 
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